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ness and urgency of the situation. We suggest 
you should also write to your Local Member of 
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members to do the same. 
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A Banker’s Diary 


THE gilt-edged market, at the moment of writing, still shows no signs of re- 
covery from the shocks administered by the fuel crisis and the Economic Survey. 
Under steady pressure from a persistent stream of modest sales, 
Twilight of prices have fallen steeply, and except in the shortest issues the 
Cheaper _ yield basis, speaking broadly, has been raised by about a quarter 
Money’ per cent. above its pre-crisis level. Without doubt, the main 
underlying influence has been the growing conviction that a 
change in monetary policy will be indispensable as a supplement to economic 
planning if there is to be any chance of reaching the 1947 targets. And although 
the Government may shrink from such a change, and in any case may sharply 
distinguish the cheap money policy from fiscal policy, hardly anybody now 
believes that cheaper money will be pushed further. 

Mr. Dalton, it is true, still categorically denies that there is any connection 
between cheaper money and inflationary pressures, and implies that financial 
journalists have been pursuing some sinister purpose in linking them together. 
As to that, it need only be said that the journalists are in good company with 
the most objective of academic economists and with the bank chairmen. But 
the Chancellor professes to be wholly unmoved by these influential arguments, 
and reiterates the article of faith set forth in his riposte to THE BANKER last 
October: the cheap money policy “‘ should continue to be resolutely pressed 
home ’’. Moreover— 

“T am prepared to say this, in order to dispel any uncertainties which may have arisen 
in the City of London or elsewhere. I still regard, as I did a little while ago, 24 per cent., 


and not any higher rate, as the appropriate long-term rate, in present conditions, for British 
Government borrowing ”’ 


This, plainly, was a carefully calculated sally against the forces which were 
wearing down the gilt-edged market, and substantial results were doubtless 
expected. It is, indeed, significant that the only effect, except for a momentary 
steadying, was to accentuate the pressure. The big institutional investors have 
apparently been playing mainly a passive role, so their opinions have not yet 
been brought to bear ; but smaller investors up and down the country obviously 
do not believe that the Chancellor can and will gain the day. 

In any case, if Mr. Dalton intended a strong reaffirmation, he should have 
avoided ambiguity. As it is, there is room for real doubt whether his ‘“‘ long- 
term ’’ rate of 2} per cent. is to be read as applying to one-way option stocks like 
the new Treasury stock (lately standing at up to 6 points discount) or to dated 
stocks like the last issue of Savings Bonds (2} per Cents, 1964/67), still standing 
near par. Marketwise, there is a world of difference between the two, and 
some observers believe that Mr. Dalton was really preparing an avenue through 
which he could, if necessary, retreat without undue loss of face except in the 
eyes of the knowledgeable. This stream-lined Goschen will naturally try to avoid 
so inglorious an end, and may yet stage a vigorous counter-offensive ; the 

“ departments ” have so far been significantly quiescent, and the market is so 
natrow that a noisy re-entry could be timed to show significant results. But 
it will be hard to disperse the psychological influences which are producing the 
nagging pressure of sales, and future efforts will not be borne along on the tide 
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of speculative buying which for fifteen months Mr. Dalton’s bullish determina- 
tion made so profitable. The magician’s wand has lost its cunning ; in future 
he must use the weapons of ordinary mortals. 


MEANWHILE, as a minor instalment of the full defence of cheap money which 
is promised in the Budget statement, the Chancellor finds consolation in the 
recent trend of bank deposits. The latest available statement 

Big Fall of the clearing banks certainly lent colour, though rather 
in spuriously, to his attempt at a reassuring sketch, and he 
Deposits seized upon it avidly. “True” deposits at the February 
make-up were almost {91 millions less than at mid-January, 

which appears to be the biggest fall ever shown in a monthly period except 
for the abnormal movement produced in 1942 by the introduction of Tax 
Reserve Certificates. The explanation of this large movement is, of course, 
that February’s customary decline was this year accentuated by three special 
factors. First, the season of heavy tax-gathering has at last shown substantial 
revenue surpluses, thanks to the winding-up of war expenditure. Secondly, 


February 19, Change on 

1947 Month Year 

{mn. {mn. {mn. 
Deposits ‘ ae a -- 5518.8 - 110.3 + 834.5 
** True’ Deposits* ; -. 5349.2 - 90.7 \ 808.2 

“6$ 

Cash 403.1 (3. 39) —- 2.1 20.2 
Money Market Assets 1080.6 (19.5) + 28.8 + 497.8 
Call Money ee 421.2 (7.6) - 6.5 + 178.4 
Bills xs ‘ we 6590.4 (I7.9} + 35.3 + 319.4 
Treasury Deposit Receipts - 1435.5 (26.¢ 127.0 — 32.5 
Investments plus Advances .. .. 2443.4 (44.3) 1 23.38 + 364.7 
Investments . . -- 1438.6 (26.2) + 12.1 + 197.4 
Advances ‘ : .. 4004.8 (28,2) 7 S8.7 + 167.3 


* Excluding items in course of collection. § Ratios of assets to published deposits. 


there have lately been large extra-budgetary receipts through sales of dollars 
drawn from the American credits. Thirdly, the accident of the calendar 
(which produced a very early January make-up) made the latest statement 
cover the most favourable revenue weeks of the whole year: in the first half 
of January the revenue surplus was {90 millions; in the ensuing five weeks 
(most nearly approximating to the banking period), it was £187 millions ; 
while in the subsequent four weeks there was a revenue deficit of £134 millions. 
The circumstantial evidence against Mr. Dalton’s suggestion that there is no 
connection between cheaper money and the 1946 growth of bank deposits ts 
certainly formidable, for to these special explanations of the reverse movement 
in February there should be added one further circumstance—in this period 
the gilt-edged market was virtually left to its fate, so credit creation for the 
purpose of supporting operations correspondingly slackened. 

The Chancellor, in an extraordinarily evasive and cautious forecast, hopes 
that ‘‘ this statistical phenomenon ”’ (i.e. the rising volume of money) may 
now take “‘ another form’. This presumably means “ fall’, but Mr. Dalton 
was wise not to say so bluntly, for any resumption of his cheap money efforts 
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A BANKER’S DIARY 3 


would certainly require a large creation of money which could easily obliterate 
the credit-cancelling effects of the more normal trend of the Budget. To treat 
the effects of revenue surpluses as evidence of the effects (or alleged lack of 
effect) of cheaper money is, indeed, so obvious a fallacy that it scarcely needs 
pointing out. The truth is that the two factors work in opposite directions on 
the volume of credit, but their net resultant obscures the force of both. 

Amid this preoccupation with the trend of bank deposits, some significant 
movements in the assets items should not be overlooked. February witnessed 
another rise in money market assets, to the huge total of £1,081 millions, 
carrying the ratio to 19.5 per cent., roughly its pre-war level. The banking 
position is now benefiting from the substantial quotas which the discount 
market has been securing at the tenders for some months past ; from the 
further fact that large sales of bills do not now have to be made to the authorities 
at the make-up dates (because of the end of window-dressing) ; and from the 
progressive switching of floating debt borrowing from Treasury deposit receipts 
to tender bills—the supply of which has risen to a record level recently, against 
the seasonal trend. 

Advances in February rose above {1,000 millions for the first time since 
March, 1940— they have stood above this figure only six times before—but the 
month’s increase of {12 millions was of only seasonal dimensions. The expan- 
sion of investments was resumed, and the total—a record—now again surpasses 
the T.D.R. holding. 


Tue Chancellor of the Exchequer has lately revealed a new quarterly figure of 

U.K. gold and dollar reserves, namely, £629 millions gross on September 30, 

1946. This compares with £545 millions on June 30, 1946, 

Britain’s and £595 millions on June 30, 1945. Combining these latest 

Gold figures with the data on net gold and dollar reserves presented 

Holdings = during the Washington negotiations the following changes are 
shown to have taken place : 

In £ million 


Gross Net 
August 33, 1938 ra we ai cou 864* 
: 1939 eck A acs “a - 605* 
December 31, 1939 and oa sa - 548* 
1940 ror ae $i. i 74 

1941 a Ne re a - 97 

1942 os oe oe e : 172 

1943 ah os oe o ~— 322 

os 1944 ro de ‘en eb — 421 

June 30, 1945 ae ica a ‘ic 595 453 

- 1946 . - a ani 545 — 
September 12, 1946 ts bi a bed — 512 

30, 1946 ai oe is os 029 


* Including an estimate of private holdings subsequently requisitioned. 


The latest figure is of particular interest, firstly because of its revelation of 
a substantial increase in the gross reserve during the third quarter of 1946. This 
may well have been due to heavy drawings on the American loan shortly before 
the end of September which increased the dollar working balances in New York 
well above the normal level. The increase must also reflect the substantial 
purchases of South African gold which were being made last year and which 
financed the heavy export surplus from Britain to South Africa. 
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The September 30 gross figures are also of interest as they synchronize so 
closely with the net figure disclosed by the U.K. gold subscription to the Inter- 
national Monetary Fund. This was calculated on one-tenth of the net gold 
and dollar reserve on September 12 and indicated this item to be £512 millions, 
or {117 millions less than the level at which the gross figure stood about two 
weeks later. The margin probably represents in the main payments due on 
firm contracts placed in the United States, together with certain outstanding 
gold liabilities. 


PRELIMINARY estimates by the Department of Commerce of the U.S. balance 
of payments for 1946 are shown in the accompanying table. They illustrate 
all too clearly the large gap which has separated and con- 


USS. tinues to separate current payments and receipts of the United 
Balance States, and they emphasize the extent to which that gap 
of was filled last year from sources which cannot be expected 


Payments to flow quite as strongly in the near future. The contributions 
and gifts are running down with the winding up of UNRRA. 

The negotiation of fresh loans, which last year provided a large part of the 
deficit, has slowed down considerably and until the International Bank gets 
into its stride the prospective dollar supply will be decidedly uncertain. The 
position, however, is perhaps less serious for the immediate future than these 
figures would seem to indicate. In the first place, contributions by the United 


U.S. BALANCE OF PAYMENTS, 1946 





Goods and Services : (In billions of dollars) 
Goods supplied to foreign countries .. rer re 12.3 
Goods received from foreign countries .. “ ee §.£ 
Excess of goods supplied over goods received .. + 7.2 


Income on investments and services supplied to 
foreigners (net) is ine i 


+ 1.0 


Credit balance on goods and services a re + 8.2 


Financing the Credit Balance : 
(1) Contributions : 
UNRRA i ee aa ts oe , 
Lend-lease we < ea és i 
Civilian supplies to occupied areas 
Other government contributions (net) 
Private donations (net) ; 


DRAKA 


(z) Loans and investments of United States funds : 
Export-Import Bank .. ee ea =a - 
Lend-lease credits rv "ec aa ie 
Surplus property credits 
British loan ia - ia 
Other United States funds (net) 


RW AWO O 





mw 
a nd) 


3 4 


(3) Use of foreign gold and dollar resources 
(4) Errors and omissions wi ae 


Total .. és ne a - 8.2 
States to relief and reconstruction, mainly by the military authorities in 
occupying areas, are expected to total more than $2 billions. Moreover, dis- 


bursements from loans already negotiated promise to be considerable and, 
according to the authority of the Export Import Bank, should total roughly 
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$3 billions in 1947, or only a little less than the total recorded for 1946. Finally, 
the existence of large gold and dollar reserves in the hands of foreign countries 
must cushion the effect of a contraction of dollars made available by foreign 
loans. These reserves amounted to more than $19 billions at the end of 1946 
as compared with $11} billions at the end of 1941. Admittedly they are 
unevenly distributed, but they are a factor in the situation which cannot be 
ignored. 

All told, therefore, there is good ground for assuming that a high level of 
United States exports can still be financed in 1947. It is thereafter that the 
position becomes more disquieting and will certainly be menacing unless the 
International Bank begins to operate on a fairly large scale in the near future. 
Recent signs of dollar exhaustion from South America, France and Sweden are 
significant straws in the wind. 


DELEGATES of the Empire have, during the past few weeks, been discussing in 
London the problems that will come up for decision in the tariff and preference 
talks which are due to open in Geneva on April 10. The most 
Tariff important participants in the Geneva discussions have for- 
Negotiations mulated their requests to all the others, and with these facts 
in their possession the representatives of the Empire have 
been endeavouring, in their London discussions, to see how far a common 
view could be crystallized in their attitudes to the requests which have been 
made to them by various foreign countries. The crucial list of requests is, of 
course, that which has been tabled by the United States and it is breaching no 
confidence to say that this demands no less than the total abolition of the 
structure of Empire Preferences. It is unlikely that any concessions which 
the Americans could offer at present by way of tariff reductions would be 
deemed sufficient by any Empire country—save, perhaps, Canada—to justify 
the abandonment of all preferences. But a considerable divergence of opinion 
has no doubt manifested itself and it is reasonable to assume that the Austra- 
lians and New Zealanders, for example, have stood out as the keenest defenders 
of the preferential system, while Britain, faced as she is with the almost 
impossible task of expanding her exports to 75 per cent. above the pre-war 
volume, must look rather more tolerantly on any promising approach to the 
problem of expanding world trade, even if that expansion demands an appre- 
ciable dismantling of the preferential tariff structure. 

The atmosphere in which the Geneva talks will open cannot be said to have 
been improved by the acceptance on the part of the American administration 
of the proposal by the Republican leaders that all reciprocal trade agreements 
should include an escape clause, open, of course, to both parties, under which 
any concession given can be withdrawn solely on the initiative of the nation 
concerned if that nation decides that this concession has caused or threatens 
serious injury to domestic producers of like or similar products. This, of 
course, opens the door wide for escape from any of the commitments that 
may be made at Geneva, and it does so by the use of completely autonomous 
powers on the part of the members. There need be no reference to the Inter- 
national Trade Organization before the escape clause is invoked or applied. 
It must be said that this initiative, coming from the United States of all nations, 
has not lightened the prospects for the coming negotiations. 
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THE most welcome news from Fund and Bank quarters in the past month is 
that Australia, after shivering so long on the brink, has decided to take the 
plunge and apply for membership of the Bretton Woods 

Australia institutions. The first harbinger of this change of attitude 

Joins was provided by a close vote of the Australian Labour Party 
the Fund = caucus, reversing a previous decision. Ratifying legislation 
was introduced soon afterwards. Australia has all along been 
afraid of entrusting any part of the control of her economy to an international 
body. Memories of the depression of the early 1930’s have bitten deep into 
the soul of Australia and of the Labour Party in particular. Australia has, 
therefore, had to be satisfied that no surrender of essential autonomy over 
domestic economic affairs was involved. This was apparently achieved by the 
British interpretative amendment of the articles of agreement of the Fund, 
by which the Governors accepted the view that a country should be regarded 
as in fundamental disequilibrium and therefore as being justified in demanding 
and being granted a change in the parity of its currency if it were subject to 
persistent unemployment due to pressure on its balance of payments. 

Any remnants of suspicion which may have remained after the acceptance 
of this amendment should have been swept away by the high place given to 
the maintenance of high and stable levels of employment in ‘the International 
Trade Organization discussions. The relative section in the report of the 
preparatory committee drawn up after the Church House conference was in 
part the work of the Australian representatives. Since the [.T.O. and the 
Bretton Woods institutions fit into one philosophy of world trade and finance, 
Australia’s acceptance of the former could leave little justification for her 
continued abstention from membership of the latter. 


SWEDEN has recently demonstrated how relative is the concept of a hard 
currency. To Britain few currencies are harder than the Swedish crown. But 
Sweden, for her part, appears to be finding the U.S. dollar 
Hard harder still. For some time the Swedish Central Bank has 
Currency been losing gold and foreign exchange at a disturbingly rapid 
Relativity rate. During 1945 the gold reserve fell from Kr. 1,062 millions 
to Kr. 839 millions and the net reserve of foreign currencies, 
which is almost wholly in dollars, from Kr. 758 millions to Kr. 650 millions. 
The encroachment on these two items has been even more rapid this year and 
the latest return, that for March 7th, shows gold at Kr. 643 millions, and net 
foreign currency at Kr. 487 millions. The reason for this encroachment is one 
which should be familiar to British observers, namely, gross distortion in the 
Swedish balance of payments which combines substantial surpluses with soft 
currency countries and somewhat larger deficits with the dollar countries. 
This distortion has undoubtedly been aggravated by the readiness with which 
Sweden has granted credits to European countries for reconstruction purposes. 
Such credits have been given to Poland and the West European nations, and 
it will be recalled that Kr. 1,000 millions was granted to Soviet Russia last year 
—though this particular credit has not yet been drawn upon. The Swedes 
have met the problem with extreme vigour. Last month they decreed a blanket 
embargo on all imports uther than those specifically authorized, pending a 
full review of the import programme. The episode adds further we sizht to the 
evidence that Sweden was somewhat precipitate in raising 
value of the crown last summer. 
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RITAIN’S economic crisis still dominates the arena of all public debate, 
Bre the profuse discussions of recent weeks still leave the basic problem 

of ways and means largely unsolved. From inside and outside Parliament 
the Government has had a plethora of advice, and upon specific remedies and 
action in detail a good deal of progress has been made, both by the Government 
and private groups. But upon the guiding principles of policy there is no 
central consensus of opinion. It is still not clear whether the way out will or 
should lie rather in specific planning and physical control than in the classical 
remedies of /atssez-faire, especially in the over-riding pressures of an altered 
monetary and fiscal policy. But the scope of the problem has at least become 
more clearly defined. It was a great over-simplification to suppose that there 
could now be a choice between the two extremes of policy—between the so- 
called “ totalitarian ’’ system of direction on the one hand and the ‘‘ demo- 
cratic ’’ system of liberal instruments of pressure on the other. Neither the 
one nor the other is politically possible in present-day Britain, and neither 
the one nor the other could by itself be as potent as its more extreme advocates 
believe. The central problem is not one of choosing between two contrasted 
and alternative ingredients of policy but of deciding the proportions in which 
the two should be combined. The resultant blend must depend upon the 
degree of pressure which each might be expected to exert in the moulding of 
the economy to its target shape. 

On a realistic view, neither line of approach looks so promising as it seemed 
amonth ago. Full-scale direction of labour, in the specific and detailed fashion 
in which it was pursued in war-time, is ruled out by the principles of democratic 
planning to which the Government rightly adheres. But the scope for direc- 
tional planning, in its wider sense, is limited by more than political factors. 
To resuscitate those raw material controls which have been scrapped and 
to operate those which remain—for example, the steel allocation system— 
more selectively and in greater detail, would hardly be denounced as “ un- 
democratic ’’ under present conditions. Here, in theory, is opportunity. for 
greater physical pressure upon the pattern of usage of resources. Similarly, 
the fuel allocation system might be developed into a finely discriminating 
sifting of industrial applicants. Again, the Government might itself take 
responsibility for the central planning, ‘‘ programming "’ and ordering of all 
critical equipment—such as mining plant and appliances and generating plant 
—with its own progress and inspection staffs following through the contracts 
at the manufacturers just as it did for munitions and machine tools. Or the 
principle of the Control of Engagements Order might be generalized so as to 
make recruitment through the Labour exchanges obligatory upon all, with 
the Ministry of Labour officials working in their turn to a fine scale of priorities 
and offering or refusing labour for certain uses. Finally, the import licensing 
mechanism—and even, perhaps, the paper allocation system—could be worked 
still more selectively so as to force labour out of the least essential activities. 
All these “‘ directional ’” methods are theoretically available, and most of them 
will undoubtedly be used in greater or less degree. But only a full-scale 
development of these techniques would suffice if a way out of the impasse were 
to be sought primarily and comprehensively by the planning approach, without 
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a 


aid from instruments of general and over-riding pressure. And a full-scale 
system of licensing, rationing and embargoes is plainly both unacceptable and 
impracticable. 

a 

It is unacceptable because the public, and especially the industrial and 
commercial public, already groans under the weight of form-filling and official 
routine and chafes at the frictions and delays. The public simply would not 
tolerate the great extension of these burdens which a comprehensive ‘“‘planning” 
approach would involve. It is impracticable because the Government machine 
is already hopelessly over-strained. Even if a further relieving army of pro- 
gressers and inspectors and form-collectors and analysers could be brought in 
without provoking such an outcry as would stop the whole movement, the 
policy-makers themselves (whose ranks cannot be readily enlarged) would be 
wholly unable to cope with the torrent of new decisions that would be required 
of them. Nor would success be assured even if their numbers were doubled. 
The system worked in war, partly because of the moral sanctions and singleness 
of purpose which spring from a military emergency. But there were other 
reasons, too. An overwhelming part of the whole supply of essential output 
was produced to government contract, directly or indirectly, and the non- 
governmental part was circumscribed and largely standardized. In the non- 
essential range, many lines of production stopped altogether, not merely 
because of prohibitions but often (and perhaps mainly) because of the cumn- 
lative effect of the manifold pressures of war-time circumstance. Compre 
hensive directional planning was, even so, immensely complex ; but it was 
simple by contrast with what would be needed by the circumstances of to-day. 

In two years the economy has moved a long way—as it now proves, too 
far—towards the normal diffusion of peace-time production. Most things are 
scarce, but a great range of different things are being produced to some extent 
which were not produced at all (or only surreptitiously and minutely) in war; 
and there is diffusion, too, in qualities and types. Much the larger part of this 
diffuse output is produced in response to a multiplicity of private orders, and 
governmental planning specifically directs or moulds only a modest segment 
of this business. The large volume of production beyond this specific control 
ranges from highly essential to the most clearly non-essential work. Worst 
complication of all, goods in widely different essentiality categories are often 
made by the same firms, and even where the finished goods are not thus 
associated, the components and “ bits and pieces ”’ largely come from a common 
source. 

In such circumstances, even if the policy-makers in different (and, for this 
purpose, competing) government departments could devise and agree upon the 
highly elaborate priorities scale which in theory is required, what chance is 
there that existing directional techniques could enforce it ? The light engin- 
eering industries, in which undoubtedly a substantial wastage of resources is 
taking place, could not, for example, be forced into shape by discriminating 
steel allocations. The ultimate usage of steel, even though allocated in detail, 
could not be followed through in detail, for that would require an army of | 
expert inspectors with far-reaching powers. Suppose, instead, the point of | 
control were therefore shifted nearer to the finished product, through, say, | 
the allocation of ball bearings. How, then, should balls be allocated to a firm | 
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making (a) sewing-machines for the clothing trade, (6) expensive mechanical 
precision toys for the home market and (c) for export ? If elaborate statistical 
returns supplied by the firm enabled the control to allocate a quantity sufficient 
only for (a) and (c) how could it ensure that (6) would not be produced at the 
expense of (a) and (c) ? And would the allocation be based on past output or 
upon the expansion expected? Would a large snooping organization be able 
first to ensure that the mght number of sewing-machines was produced and 
secondly to distinguish between the small permitted output of toys for British 
children and those designed to yield foreign exchange ? In theory, even such 
obstacles as these could be overcome by a sufficiently intricate and integrated 
planning system (just as similar matters were handled during the war) ; but 
when such cases, still more complex, are multiplied a thousandfold or more, 
the problem is seen to be plainly insoluble by such means. 


= 


It is important not to mistake the conclusion which emerges. There are 
many who, realizing these inherent difficulties, take it for granted that all 
specific planning must create such friction and frustration and bureaucratic 
waste as to do more damage beyond the range of its activity than it could do 
good within it. As each example comes to light of extravagant multiplication 
of forms, of inter-departmental frictions, of long delays, or of the often odd 
results of official price-control, it is tempting to conclude that the sooner the 
responsible officials are demobilized and the controls scrapped, the better. 
But such revulsions, however natural, do not point the way. Many forces, 
social, political and historical, make a latssez-faire ‘“‘ free-for-all ’’, with resources 
going to the highest bidders, quite unthinkable. Nor, even if there could be 
such an embarrassing freedom, is it sure that the free choices of the market 
would put what the White Paper calls ‘first things first’ in the manner 
needed to avert disaster. The lesson of this analysis of the difficulties of 
directional planning is not that it is so inherently inefficient that it must be 
scrapped, and that the one hope is to rely instead primarily upon overall 
pressures. It is that such planning, which is imperatively needed to produce 
quick results—quicker, that is, than could be achieved by other means—in 
the critical bottlenecks of the economy, must not be allowed to become over- 
ambitious in scope. The Governmental machine needs to concentrate all its 
forces upon these bottlenecks—above all, upon coal, electricity and transport-— 
and within a carefully selected but limited range should use every device of 
directional pressure (not excluding the placing of direct Government contracts 
and ‘‘ over-riding ’’ orders) that can be brought to bear. 

But that is not the only lesson which emerges, though it is perhaps the most 
obvious one. The planning approach cannot cope with the whole problem, 
and the opposite line of approach through overall pressures could not cope 
with the critical bottlenecks. But precisely because the indispensable planning 
must be so limited in scope if it is to be effective, the overall policy pursued 
through monetary and fiscal techniques becomes more than ever important. 
If the productive resources employed in a wide segment of the economy, 
ranging from highly essential to non-essential uses, cannot be redistributed by 
specific action, an attempt must be made to compress the second categories, 
and thus to force the necessary re-distribution, by curtailing the aggregate of 
consumer demand. 
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Quite simply, the aim of overall monetary policy would be to achieve this 
by reducing the level of spendable incomes (i.e. after payment of taxes) in 
relation to the available supply of goods, and in particular to reduce the margin 
of net incomes remaining after consumers’ vital needs have been met. 

* 

Some of the limitations of such a policy were indicated in these columns 
last month. And there is no doubt that they are greater now, at the end ofa 
long and costly war, than they would be in more normal circumstances. The 
problem normally is one of controlling net incomes, which is mainly a budgetary 
problem. But now, after seven ble ak years of enforced sacrifices consumers’ 
appetites are whetted to a keen edge, and the psychological background is 
almost the opposite of that which normally accompanies a situation which 
demands budgetary and monetary discipline. The classical situation is that of 
boom, after consumers’ appetites, though growing too avidly, have none the 
less enjoyed the fruits of a period of rising prosperity. The keen appetites of 
to-day blunt the edge of budgetary policy because fiscal inroads into incomes 
may not induce the consumer to go hungry. The other peculiarity of this 
post-war phase is that much of the counterpart of war-time abstinence is to be 
seen in a great accumulation of monetary savings, a large part of which are 
either already held in cash or can be turned into cash at will. There is plainly 
a danger that a policy which operates only upon incomes would be partially 
frustrated by the spending of past savings in some cases and by reductions in 
the margin of new savings in others. And new saving, as distinct from taxa- 
tion, already plays a large part in the immobilization of gross incomes, so that 
the margin of play is considerable. There is also the further fact that an 
economy of scarcity and keen appetites is one in which that other sanction, 
the fear of unemployment, which is the twin brother of laissez-faire monetary 
pressure, loses much of its force even as a deterrent to spending. Opinions 
will differ about the weight of these factors, though all will agree that they 
inevitably reduce the effectiveness of the monetary and fiscal approach. But 
whether such techniques would be strong or weak in their effects, the central 
fact is that they are the only means available of influencing that part of the 
economy which lies beyond the practicable reach of specific action. It would 
be folly to try to do without them. 

What manner of overall policy is needed ? For the reasons already men- 
tioned, it cannot be a budgetary policy alone, though that is by far the most 
important instrument. Whether Mr. Dalton is already reshaping his budget 
to meet the need for anti-inflationary pressure is far from clear. But his inter- 
vention in the economic policy debate (though hardly his non-intervention in 
the falling gilt-edged market) implies that he at least hopes to avoid any 
radical change in the cheap money policy: from selected circumstantial 
evidence, he argues the astonishing proposition that “ this question of interest 
rates may be largely set aside, so far as the general argument about deflation 
and inflation is concerned ’’. Though the argument in principle is fallacious, 
if the inflationary pressures sprang from ‘‘ normal” peace-time excesses it 
might be reasonable in practice not to attach any great weight to the interest 
factor, because the risk of spending of past savings would not be great. But 
in present circumstances the eftects exerted upon public spending through 
budgetary pressures on incomes would be partly frustrated unless there were 
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complementary pressure on capital. While budgetary policy would be seeking 
to check the excess flow of incomes and the excess creation of money in relation 
to the flow of goods, the cheap money policy, if pursued by the familiar tech- 
niques of 1946, would be creating additional money to pay for public sales of 
capital assets. Because of the large proportion of savings which is held in 
highly liquid form, a full-scale assault upon this problem would require either 
a large rise in interest rates or, if that were not a sufficient deterrent, a partial 
blocking of bank deposits and a modification of ‘‘ small ’’ savers’ encashment 
rights, on the continental model. Such drastic measures are unthinkable, if 
only because they would be regarded not only as a breach of faith, but as 
hardly less ‘‘ undemocratic " than the full-scale direction of labour: this is 
the point at which the extremes of two contrasting policies meet, and both are 
equally unacceptable. But the Treasury should at least take care to ensure 
that those who hold assets which are not immediately cashable but who yet 
wish to spend them should first find other members of the public who are 
prepared to buy and hold them, instead of standing ready, as it did throughout 
1946, to perform that service itself without charge. In short, within the limits 
of a moderate rise in interest rates, dis-saving should be allowed to produce 
whatever penalties the market demands. The cheap money policy of the 
recent pattern must give way before the need to create an appropriate back- 
ground for budgetary restraints. 

How rigorous should these restraints be? The classical formula would 
suggest budgeting for a substantial surplus by swingeing increases in taxation 
with the real (though not the avowed) objective of producing sufficient unem- 
ployment in the low-priority occupations, already inflated by extravagant public 
spending, to force labour into the high-priority uses. But such a policy, even 
if it were not ruled out by social and political forces, would stand even less 
chance of success than in the past. The housing situation alone greatly 
increases the frictions, and makes large-scale movements of labour through 
overall pressures quite impracticable without specific planning. Within the 
range of what is practicable and might be reasonably effective, it is probably 
not even necessary for the accounts to be balanced, on an overall reckoning of 
Exchequer outlays. If a change in monetary policy supported by well-directed 
propaganda can be relied upon to keep private drafts upon past savings within 
bounds, the menace of the large volume of existing money and cashable 
savings could be largely ignored—at least for the time being. In that case the 
aim of budgetary policy should be to bring the flow of net incomes (after 
taxation and after conservative allowance for new saving) into line with the 
available flow of consumers’ goods. If this could be achieved, the pressure of 
spending, thinking globally, would cease to attract into consumption services 
a larger volume of resources than the community can at present afford. Put 
in another way, if the inflationary pressures are to be kept in check, the public 
must save or surrender in taxes a sum sufficient to finance both Government 
expenditure and the programme of essential private capital outlays after 
allowing for the relief provided by the net inflow of goods and services from 
abroad. 

The pro forma account to give effect to this formula cannot, unfortunately, 
be compiled with precision, because it is uncertain how large a part of the whole 
programme of priority work—requiring 20 per cent. of the national income 
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according to the Economic Survey—will in fact be financed by the Government. 
To add the projected Government expenditure to the global capital programme 
would involve a large double reckoning ; much even of the private capital 
outlays will be indirectly financed by the Government through such disburse 
ments as E.P.T. refunds and war damage payments. But if new domestic 
savings could be counted upon to finance all priority capital outlays not financed 
by the Government (which is perhaps a rather optimistic assumption), the 
Government’s overall expenditure could exceed its overall receipts quite 
substantially without creating new inflationary pressures. The excess could 
rise to the amount of the deficit on the external balance of payments (estimated 
at £350 millions this year), because the net sum paid to persons abroad could 
in effect be reborrowed by the Exchequer to meet the portion of its expenditure 
not covered by taxation or by other domestic receipts (such as the income of 
the Unemployment Fund). 

A sober reckoning of expenditures excluded from the “ ordinary ’’ Budget 
(shown “ below-the-line ’’ in the Exchequer accounts) and embracing such 
items as E.P.T. refunds, war damage, and certain housing outlays, suggests 
that they alone may exceed the “ safety-limit ’’ of £350 millions for the deficit, 
after taking credit for extra-budgetary receipts and without allowing for further 
release of post-war credits. There is no margin left, therefore, for a further 
deficit on the ordinary Budget, and the prospective revenue in 1947-48 on the 
basis of existing taxes will only just about suffice to meet the projected expen- 
diture. In short, the policy which is required to stop the wasteful pressures 
of surplus incomes leaves no room at all for any overall tax reductions and 
might, on a strict view, dictate an overall increase in taxation. 

This means that to give the “ incentive ”’ reliefs from the heavy burden of 
direct taxation which certainly are desirable, the Chancellor would either have 
to increase indirect taxation correspondingly or reduce projected expenditure, 
or both. The possibilities of a recasting of the Budget on these lines cannot be 
developed here, but the scope for manceuvre offers many opportunities for 
imaginative policy. Probably the most valuable relief would be a restoration of 
the earned income allowance to its pre-war level, but a realistic drive for 
incentive " effects would go much further than this and would accentuate 
the differentiation between earned and unearned incomes throughout the whole 
tax range. The aim in tax increases should be not only to mop up the pur- 
chasing power released by concessions in direct taxation but to exert specific 
pressure wherever possible at those points where the inflationary wastages are 
most marked. One of many possible examples is the much-discussed wastage 
of labour in the football pools ; another is the direct waste of labour, and the 
indirect waste of fuel, in the excessive production of domestic electrical 
appliances. In such ways as this, a well-devised budgetary policy could quite 
directly supplement and reinforce the physical planning, but its indirect 
effects would probably be even more important, through the pervading and 
diffused economies exerted by the scaling-down of excess incomes working in 
conjunction with the monetary and psychological restraints upon dis-saving. 
The economic policy required to meet this crisis must be many-sided. It 
cannot be sought either in fiscal or physical controls alone, but must lie in a 
smooth blending of both and in a disciminating and flexible application of 
each. 
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Trade Amid German Rubble 


HILE the Big Four in Moscow haggle over the future of Germany, the 
W anericans and British are pushing forward a policy of economic 

resuscitation in their own zones. By fusing the two zones, some begin- 
ning has been made with the task of making Western Germany more nearly 
self supporting than it has been since defeat shattered and overwhelmed the 
German economy nearly two years ago. Viewing the position to-day, the econo- 
mic progress made in those two years appears dismally meagre. The aftermath 
of the first world war can show no comparable picture of economic devastation 
and chaos as that now provided by Germany. 

In the main the picture of economic chaos and confusion in Germany to-day 
is the result of unexampled physical destruction. But it is also due to the parti- 
tion so rashly and tragically accepted at Potsdam, to the policy of de-indus- 
trialization, to the dismantling of plants for reparations, and finally to the 
policy of de-Nazification which, whatever its political justification on a short 
view, has had the immediate practical effect of depriving Germany of what 
was, perhaps, the most efficient administrative machine in the world. The 
victors have created in Germany a vast depressed area in which they are keeping 
the people barely alive on a miserable dole but without giving them chance to 
earn their own living and make themselves once more self-supporting. 

The need for reconstruction is an urgent one. The contagion of misery and 
economic dislocation in Germany has been felt too long over the rest of Europe. 
The whole economy of Western Europe is, in fact, built around the industrial 
basin of the Rhineland, and there can be no question of real economic revival 
in countries like the Netherlands unless Germany herself is restored to reason- 
able health. Last, but by no means least, as a reason for haste, is the financial 
burden which a prostrate Germany is placing on Britain. This is now running at 
the rate of {120 millions a year and a substantial part of that expenditure has 
to be met in scarce and urgently needed dollars. All these considerations stress 
the importance of putting into operation with the minimum of delay a pro- 
gramme of economic reconstruction and of reviving German external trade. 

An important step in the road back to economic recovery in Germany was 
announced last month by the Board of Trade with the lifting of the Trading with 
the Enemy regulations, which until March 4 had prevented U.K. firms from 
trading with Germany. The announcement, which synchronized with similar 
action taken by the United States, made clear the Government’s intention 
that trade with Germany should as soon as possible return to normal channels. 
To this end contracts will now be permitted between German sellers and foreign 
buyers, and it will thus be possible to make a start with private trade between 
the United Kingdom and the American and British zones in Germany. That 
trade will for the present be a one-way traffic, comprising only exports from 
Germany. Imports into Germany will continue to be handled solely on Govern- 
ment account, a decision to which no exception can possibly be taken, given 
the wholly abnormal situation which exists in Germany to-day, the shortages 
of essential materials and foodstuffs, and the absence of any mechanism for 
financing imports other than through the agency of the occupying powers. 








14 ss THE’ BANKER 





Given the crucial importance of re-creating the channels through which 
German foreign trade may flow again, the mechanism that is being set up 
should be scrutinized with a critical eye. The machinery must, in the first place, 
fit into the currency situation and price structure of Germany—which means 
that it must fit into a scene of utter and almost indescribable chaos. The 
Germany of the “ cigarette standard ”’ is hardly the framework into which to 
fit an orthodox financing and merchanting system, especially if that system 
has to take into account the remnants of the price control system with its 
schedules of fixed prices which remained as a legacy of the defeated German 
government and which has, in part, been taken over by the occupying authori- 
ties. The currency situation would appear to be the first hurdle to take— 
and in effect, it is being taken in the most elaborate style in at least one of the 
zones, namely the American. There, the occupying power with his love for 
establishing, wherever he may be, domestic institutions with their unquestioned 
claim to superiority over any others—whether it be soda fountains or central 
banks—has set up a replica of the Federal Reserve System. In each of the 
three Laender, or States, into which the American zone is divided there has 
been set up a Land Central Bank with capita! provided by the Government of 
the State. These banks have taken over the former Reichsbank offices. Their 
function is to regulate the circulation of currency, keep the reserves against 
deposits in German credit institutions, clear cheques, arrange payments with 
the other States of the American zone, and handle the banking business for 
the States and other corporations created by public law. 

Some beginning obviously had to be made with the task of creating a new 
monetary system out of the shambles of the old. But it is a little strange to 
see this attempt made to establish in the American zone of Germany a faithful 
replica of the central banking system of the United States, copying even the 
political motives which in the United States demanded that there should be 
12 central banks and, though the question of State rights is 6,000 miles away 
from Germany, putting three central banks in the American zone alone. 

The legislation establishing these banks goes into the most astonishing 
details of organization and operation. It sets out, for example, how old age 
pensions and pensions to survivors of the Board of Managers are to be deter- 
mined ; it sets out the permissible business of the banks: “ to buy and sell 
three-name bills of exchange . . . to buy and sell in the open market interest- 
bearing securities in order to regulate the money market . . . to buy and sell 
gold and foreign exchange . . . to grant for not more than six months interest- 
bearing loans against securities . . . etc., etc.”’ 

This attempt to set up an orthodox central bank amid the rubble has the 
character of a phantasy; but it may also have damaging repercussions, 
especially by creating a variegated currency system in a country which, above 
all, needs economic unification. Admitting that something had to be done to 
create machinery for the issue of currency and to fill the vacuum left by the 
crumbling of the former system, it can be countered that a somewhat simpler 
solution of the problem could have been found; and one, moreover, which 
would have created fewer problems of transition and adaptation when a unified 
system for the issue of notes throughout Germany can again be established. 

Into this confusion of diverse currencies, of pegged prices which are largely 
out of line with costs, and of pegged wages which provide no real incentive 
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to work, there has now been set up the new machinery through which private 
export trade from Germany will be handled. This will be operated by the 
Jomt Export-Import Agency (United States-United Kingdom) which will act 
as an export licensing department. The Agency has its headquarters in the 
former naval headquarters at Minden ; its officials are housed on “A” and 
“B” decks, enter and leave by port and starboard sides and, in general, 
disport themselves in a decidedly nautical atmosphere. 

Buyers in the United Kingdom who wish to import from Germany—whether 
from governmental institutions or private traders—have now been freed from 
the shackles of the Trading with the Enemy orders. Money due to the German 
exporters will thus escape Board of Trade or Custodian control. The procedure 
to be followed in placing orders is complicated. On the importer’s side it will 
be necessary in the first instance to obtain an import licence issued by the 
Import Licensing Department at the Board of Trade, for all goods other than 
those which may be imported from all countries under an Open General 
Licence. For the time being only essential goods, such as machinery, chemicals 
and certain textiles, will be imported from Germany. For goods not covered 
by the Open General Licence, prior approval of the Export-Import Agency 
will have to be obtained before an import licence is granted in the U.K. 
Applications will also be considered for purchases in Germany of goods intended 
for shipment to another country without touching the U.K. Permission in 
these cases will be given or withheld in accordance with the normal rules 
governing entrepét trade, the main consideration being the currencies respec- 
tively expended and earned in such transactions. Certain goods, such as 
timber, potash and metal scrap, will continue to be imported solely on Govern- 
ment account. For trade in other goods British importers can avail themselves 
of the services of the British Purchasing Agency in Minden. The services of 
this agency are available free of charge, but for business men who wish to 
make visits to Germany it is hoped to make extended facilities available in 
the near future. 

German export procedure is being fitted into this pattern by making the 
Export-Import Agency the centralized channel through which all exports 
must be funnelled. The Agency must scrutinize each contract “ to see that 
the highest competitive prices are obtained’. But before the scrutiny of the 
Agency is invited, the transaction must have been referred to the regional 
German Ministry of Economics by the would-be exporter. Its approval will 
depend on ‘‘ the general desirability of the proposed transaction’”’. If both 
the Regional Ministry and the Agency give their consent this must not be 
regarded as final and unconditional permission but only “as a reasonable 
assurance that every effort will be made to see that the materials will be made 
available within the time necessary for the supplier to fulfil his contract ”’. 

This procedure, complicated and inconclusive as it is, becomes the embodi- 
ment of logic and simplicity when compared with the pricing of these contracts 
for German exports. For the present all exports from the British and American 
zones will be priced and paid for in foreign currency ; but the price obtained 
from the British buyer need bear no relation to that paid to the German seller. 

The normal practice under which sellers base their export prices on their 
costs converted into foreign currency by means of a rate of exchange is held 
to be inapplicable owing to the disparities between different internal prices in 
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Germany. It has, therefore, been decided by the British and American 
authorities that no single rate of exchange is applicable which would at one 
and the same time enable the German seller to receive ‘‘ a reasonable price in 
marks ”’ and ensure that the foreign buyer pays a competitive world price, 
The foreign currency price will be that sanctioned as being fair and reasonable 
by the Export-Import Agency, while the German seller will receive the legally 


sanctioned internal price. These internal prices are a legacy of the pre-war | 


German price-fixing practices as developed during the war and then used 
consciously to encourage war production and discourage any export of German 
goods. The schedules of fixed prices left by the German administration when 
it collapsed in 1945 were therefore so contrived as to give the least possible 
incentive to export. Those, by and large, are the prices on the basis of which 
the rebirth of German export trade is being planned. This fact alone, even 
without the complication of the procedural machinery, must seriously militate 
against the success of any German export drive and thus tend to perpetuate 
the financial burden which the feat of keeping Germans just alive is placing 
on the British taxpayer and on the British balance of payments. There may 
be no immediate possibility of fixing an exchange rate for the mark or of 
integrating and nationalizing the German prices-costs-wages structure. But 
the depreciation of the mark is a phenomenon that cannot be discreetly veiled 
and overlooked. To anchor the whole attempt to revive German export 
trade to a schedule of fixed prices which now bear no relation to costs is to 
doom that attempt to failure. 

The wholly unrelated foreign currency prices paid for the goods by the 
foreign importer and mark prices paid to the German exporter will in fact 
mean the establishment of a wide variety of exchange rates—each transaction 
creating a conversion factor peculiar to itself, a procedure calculated to enhance 
rather than remedy the monetary uncertainty and confusion which now obtain 
in Germany. The immediate conversion problem will be largely a matter of 
bookkeeping for the Export-Import Agency. This body will retain the foreign 
exchange proceeds of German export trade and will be debited with the mark 
payments to German exporters. The foreign exchange income will, in the 
first instance, go to pay for German imports and thus relieve the U.K. and 
U.S. Governments of the burden they are now bearing in financing imports 
into Germany. 

The actual payments machinery may be illustrated by a study of the 
instructions that have been issued regarding the financing of trade between 
the sterling area and the Bntish-American zones of Germany. All payments 
for such trade must be made in sterling and through the “ Military Gover- 
ments for Germany (U.S.-U.K.) Joint Export-Import Account ’”’, which is 
kept by the Bank of England. For purposes of exchange control this is 
regarded as a non-resident account and payments into it by residents in the 
sterling area therefore require permission on a sterling transfer form. For the 
present the Export-Import Agency will normally require the opening of an 
irrevocable letter of credit at the buyer’s bank, though the hope is held out 
that in the course of time less restrictive methods of payment may be permitted 
and that export of German goods may be allowed on a consignment basis. 
For the present the whole of this trade will be sifted, controlled and financed ! 
through the Agency and one can but trust that the modest personnel of this 
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body, in its pseudo-naval seclusion at Minden, will prove equal to the task 
that is being entrusted to it and will not in fact stifle the volume of German 
exports down to the level which the Agency is in a position to handle. 


Although much remains to be done in erecting the machinery for handling 
trade between the U.K. and the Russian zone of Germany, some progress has 
been made in devising the necessary technical arrangements. Payments for 
imports into the U.K. from this zone must be made in sterling to the account 
of the Foreign Trade Department of the Soviet Military Administration of 
Germany. This account is kept with the Moscow Narodny Bank in London. 
Subject to the normal procedure under the Defence Regulations, U.K. banks 
may open sterling credits in favour of the above-mentioned Soviet department. 
The first trickle of such trade may begin to flow as a result of the recent Leipzig 
fair. The fair proved a disappointment to its organizers. But U.K. buyers 
are reputed to have placed orders for £100,000, and this, at any rate, is a 
beginning. 

It should not be necessary to point out that the fate of this experiment 
for the revival of German export trade must ultimately depend on the kind 
of Germany which the deliberations of the Big Four will create. Theirs is the 
decision and responsibility to say whether a Germany will emerge capable of 
any trade at all. But apart from this fundamental consideration, the machinery 
actually set up seems unduly centralized and cumbersome. 

It is candidly admitted by the authorities responsible for devising this 
scheme that “‘ in the first stages the machinery may creak ’’. It is to be hoped 
that if it ‘‘ creaks”” sufficiently to indicate major maladjustment the British 
and American authorities will be prepared to do more than apply a little 
lubrication, and will be ready to amend and adjust. For, on the results of the 
scheme, there depends, among other things, the £120 millions a year which 
Germany is now costing the British taxpayer. 

What programme of exports from Germany is it possible to conceive as 
lying within the realm of possibility ? The new bi-zonal economic committee 
to which the British and American occupation authorities have delegated a 
great deal of work and responsibility has drawn up a plan for 1947. The main 
feature of this plan is that it is drawn up in two parallel columns, the first based 
on the assumption that the German diet this year will be at the rate of 1,550 
calories per day, the second on the assumption that this figure can be raised to 
2,000 calories. The difference between the two columns is almost in the pro- 
portion of one to two. The first gives an estimated export figure of 1,060 
million marks (the mark being taken as equal to 10 to the £) and the second is 
1,900 million marks. That presentation of the estimates brings one to the real 
fundamentals of the position. It is a reminder that Germany is still slowly 
starving to death, since even the higher assumption gives a consumption two- 
thirds of the inadequate British level. While this situation persists even the 
best laid plans for the revival of German exports would prove barren. The first 
essential is to restore the health and vigour of the German people. The second 
is to give them an objective for which to work. The third is to give them the 
mechanism of economic recovery, or allow them to shape it for themselves. It 
's on this last score that the recent efforts of the occupation authorities fall so 
much short of what could and should have been done. 
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The Future Stock Exchange 
By Harold Cowen 


F the Stock Exchange scheme for the final abolition of ‘‘ dual control ” had 

no wider implications than the attempted reconciliation between the interests 

of the proprietors and the unfettered control by members, the whole matter 
would be a purely domestic affair, of little interest to the financial community 
at large and none to the general public. But while the ways and means of the 
fusion (which has already received the support in principle of over 80 per cent. of 
members and will soon be submitted to proprietors) hold little intrinsic interest 
to the outsider, the possible consequences extend to almost every corner of the 
system of company finance. Indeed, ff the present moves do not reach the 
intended goal, another route will have to be mapped out if the Stock Exchange 
is to take its proper and essential place in the rationalization of the nation’s 
financial machinery. Under the statesmanlike chairmanship of Sir Robert 
Pearson, whose decision to resign is so widely regretted both in Throgmorton 
Street and in Whitehall, the “‘ House ’’ has come a long way in the past 15 
years. But every new step towards its maturity as a public body, in the twen- 
tieth century meaning of the word, carries it closer to the boundary line beyond 
which advance must be increasingly restricted or prevented by the functional 
divergence between the Stock Exchange as a dividend-earning enterprise and 
the “ House ” as provider and regulator of the securities market. This is nota 
case where the aim of more efficient service runs parallel with prospects for 
shareholders : the lines grow further apart, for reasons broadly similar to those 
which in other fields are making it increasingly difficult to reconcile an equity 
interest with a public utility function. This issue reveals itself, in greater or less 
degree, in most of the major Stock Exchange matters which the new chairman, 
Mr. Urling Clark, will have to face in the next few years. 

Oddly enough, just at the time when unification of control is coming within 
practical grasp, there is growing up a much more critical attitude towards the 
assumption that the Stock Exchange should become a chartered body, and 
could in practice function satisfactorily as such. Until quite recently the 
assumed need for a Charter was one of the primary arguments for pressing on 
with unification, because the legal and financial complications arising out of 
duality would have made a prayer to the Privy Council extremely difficult. 
But it is now being questioned whether the granting of a Charter is really an 
essential foundation for broad development and reform, and even the Throg- 
morton Street Chartists are being forced to reconsider the project because of the 
great practical obstacles and delays which would arise in carrying it through. 
Apart from other difficulties, there is already a long queue of candidates for in- 
corporation. Even if all the varied and complicated issues had been thrashed out, 
a wait measured in years would have to be faced because of the administrative 
bottle-neck. It should be borne in mind that the prime object of such a move 
would be to monopolize the right to deal in securities ; that it would involve 


machinery for exercising disciplinary control over the provincial centres by | 
London ; that the interests of banks, insurance companies and outside financial | 


houses would be affected ; and that it would throw up as a major issue the 
broker-jobher system of dealing. Given such an array of thorny problems, 
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is evident that, even with the complication of dual control within the Stock 
Exchange removed, a very long period of diversified negotiation would have to 
precede the mere preparation of a Prayer as a prelude to the major public 
debates which would follow. If, therefore, all other major issues were delayed 
until after the granting of a Charter, practical reforms in the conduct of business 
would perforce be postponed almost indefinitely. Reconsideration of the whole 
subject from this angle is leading to a rediscovery of the virtues of the original 
Deed of Settlement, with its superstructure of Rules and Regulations, and a 
serious body of ‘‘ House” opinion is now taking the line that the more effective 
if less spectacular course would be to frame developments on the tried basis of 
the present constitution—once unification of control has removed the domestic 
conflict of interest within the ‘ House ”’. 

The existing constitution under unified control may, indeed, provide a firm 
yet flexible basis for a broad programme of development and reform. The 
distinctive characteristic of this system, as compared with what might be the 
situation under a Charter, is that the Council’s external authority is now hmited 
to moral suasion plus the indirect powers endowed by its control over business 
n the ‘‘ House ’’—-including, of course, control over the entry of securities to 
the market. But so long as the London market retains pre-eminence as the 
centre of Stock Exchange business and is virtually used as the Government’s 
chosen instrument within this field, or at any rate its chosen mouthpiece, 
the Council does exercise a very real sway over the greater part of the national 
stock-dealing business, reinforced materially by the provisions of the Preven- 
tion of Fraud (Investment) Act, 1939. 

In the practical conduct of day-to-day business the situation under a Charter 
might well be a good deal less efficient. Within the ‘“ House ” the Council’s 
powers over the business life of members are absolute to a degree which, in 
theory, is indefensible. They may censure, suspend, or expel without right of 
appeal from their decision ; they may refuse election or re-election without 
assigning a reason ; they may intervene in any dispute between members and 
non-members, decide how any dispute between members shall be dealt with, 
and even claim the right to prevent any member from seeking redress by process 
of law against another member ; they may call for any information in the 
possession of members relative to any matter under investigation—and they 
have unfettered right to make and amend the Rules and Regulations which 
they administer. Yet the system works as a benevolent and properly informed 
autocracy should—justly, smoothly, swiftly and, above all, with flexibility : 
and the possession of powers of such extreme force makes their use for disci- 
plinary ends extremely rare. It is impossible to imagine such authority being 
embodied in any Charter conferring powers on some statutory body, presumably 
holding sway over the whole stockbroking profession from Aberdeen to 
Bristol. Yet the regulation of security markets in detail to meet the exacting 
standards now demanded cannot be secured except through a strong and theo- 
retically arbitrary system. The check on arbitrary behaviour by the Council 
Is I practice imposed by the circumstances and range of their rule: they are 
administering the affairs of fellow members whom they know personally and by 
intimate business repute, and they are dealing with matters of which they all 
have direct and extensive practical experience. Their every action is closely 
scrutinized by and must receive the moral endorsement of the working body of 
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members. Apart from the time factor, it seems that the general reasons which 
led the Cohen Committee to recognize the need for some non-statutory body 
to hold the no-man’s land between the practical limits of legislation and the 
practical needs of business, argue also against a Charter. The only real question 
is whether the Deed of Settle ment prov rides sufficient security for the future to 
warrant large long-term commitments and to enable the Stock Exchange to 
enforce the strictest. standards without driving business into other channels, 
Perhaps the ultimate safeguard in this connexion is steady adherence to a policy 
which always puts the public interest first and judges every issue as it arises 
by the test of which course will give the public the most efficient and the 
cheapest service. 

Some people are inclined to ask whether in this age of planning, especially 
under a Socialist Government, there is sufficient assurance of a long-term 
future for the Stock Exchange to justify long-term policy decisions at this 
juncture. The question has only to be posed to be answered emphatically in 
the affirmative. Even the most far-reaching concepts of social democracy do 
not envisage a system in which the economic need for a security market would 
disappear. Theoretically, if all commercial risks were borne and all new enterprise 
financed by the State, the ‘“‘ House ’’ could perhaps be replaced by an enor- 
mously magnified over-the-counter sav ings and encashment machinery for 
coping with the huge volume of dealings in public securities. But such a con- 
tingency as this does not need to be brought into the reckoning in the formula- 
tion of policy—even long-term policy. Even if all the schemes for the future 
which have been seriously sponsored by Labour interests were put into effect 
forthwith, the joint stock company system would still provide the indispensable 
financial framework for the greater part of British commerce. 

The transfer of major industries from private to public ownership certainly 
involves an increase in the proportion of gilt-edged to other quoted securities. 
It does not follow on that account, however, that in the long run the aggregate 
volume of commercial and external securities will not resume its long established 
secular uptrend. Indeed, to deny this is almost tantamount to taking a defeat- 
ist view of the long-run prospects for Britain’s economy as a whole, whereas, 
thinking in decades rather than in years, there is surely no justification for such 
an attitude. By the same token, no Labour economist could seriously put up a 
case for abolishing the Stock Exchange or even for delaying (except on priority 
grounds) necessary steps to enable it, as a public institution, to operate with 
maximum efficiency. 

The case for the ‘‘ House ”’ is easily made. In this kind of political dis- 
cussion the everyday facts of business rarely find a place. But those who soar 
into the stratosphere would do well to ponder the fact that the value of a 
commercial undertaking whose shares are publicly quoted, so far as it is assessed 
by the price at which its securities change hands, is probably 25-50 per cent. 
greater than that of an unquoted undertaking correspondingly assessed. Any- 
one disposed to question this assertion should compare t the views of a business 
disposal agency upon the probable value of shares in a private company with 
the value indicated by the market price of comparable marketable securities. 
Similarly, as between quoted securities of similar commercial and statistical 
merit there are wide differences of yield between those which command a free 
market and those where paucity of two-way dealings leads jobbers to quote 
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wide prices. Entrepreneurs must pay more dearly for capital if organized 
market facilities are lacking or restricted, i.e., the community has to pay more 
for enterprise to those whose capital is at risk. The proposition is self-evident, 
but in these days a great many economic axioms are ignored or violated in 
public debate. 

But if the Stock Exchange is to play its part efficiently and fully, a means 
must be found of replenishing members’ capital. There is no doubt about 
the seriousness of the working capital position; almost every firm is 
faced in varying degree with the difficulty of replacing the resources of the 
older generation which built up its capital out of net earnings. Corporate 
membership may make a growing contribution to this difficulty if the Revenue 
takes a realistic view of the extent to which a stockbroking or stockjobbing 
business needs to build up trading resources out of current profits without 
attracting liability for surtax to the principals. But such a scheme would 
not meet the case while income tax remains at anything approaching its 
present level, partly because there is so much leeway to be made up. The 
aggregate capital of the ‘‘ House ” today must be considerably less in propor- 
tion to the money volume of dealings than ever before. Under existing rules 
there is no objection to loans at fixed interest from outside the ‘‘ House ” and 
such borrowing is part of the financing routine of most firms. This type of 
finance, however, does not really meet the need, which is for long-term or non- 
withdrawable risk capital, in such a form that it does not raise a charge on the 
firm’s assets, The difficulty is that anyone supplying money on such conditions 
(except where there is some personal tie) naturally requires either a high return 
which would be insupportable when business was slack or an interest in the 
profits, which is explicitly barred by the Rules and would create a partnership 
in the statutory sense. One line which seems worth exploration is the possibi- 
lity of allowing non-members to hold preference capital—possibly participating 
preference—in the stock of corporate members. 

{fan answer to the working capital problem could be found, the way would 
be opened for the establishment of a guarantee fund. The real safeguard for 
the investing public is the conservative administration of the ‘ House ”’ as a 
body and the high reputation of individual firms. Reputation is partly the 
consequence of conservative conduct and brings its reward in solid business. 
Why, therefore, should the credit of the firms which have built-up high reputa- 
tions be used to buttress the credit of the weaker brethren, ther: by reducing 
the incentives to trade conservatively and the penalties of indiscretion ? It is, 
in any case, a great many years now since the sound of the hammer was heard 
in the ‘“ House ’’ but, on the whole, both security trends and market conditions 
have failed to provide any severe test. It remains true, however, that a large 
part of the business routed through the Banks (with consequent loss of one- 
third of the gross commission) would come direct if a bargain executed through 
a stockbroker had the same standing as, say, a Lloyds Insurance Policy. As 
an alternative to a Guarantee Fund—which raises many practical difficulties 
because of the wide difference between circumstances of firms—the possibility 
oi some sort of standard insurance policy may receive consideration. While 
the provisions of such credit guarantee policies would be standardized, the 
premium might be negotiated independently with the insurers. How far such a 
system could or should be made compulsory and how the difficulty of undefined 











THE BANKER 








22 
liability could be overcome, are among the knotty points which remaia to 
be resolved. 

It cannot be too often emphasized that the function of the Stock Exchange 
in the national economy is primarily mechanical. If it provides an efficient 
and “ true’ market, in the widest sense of the term, where the views of con- 
verging streams of buyers and sellers can be rapidly equated in terms of market 
price, that is all—or nearly all—it can be asked to do. It cannot, as an institu- 
tion, influence prices or even go far in assessing the commercial merits of new 
issues. To what extent the advice given by jobbers to brokers and by brokers to 
their clients really influences the grand trend of security values is a matter of 
argument: such influences are certainly fairly potent in the short run, but 
market men generally believe that the major forces affecting quotations have 
their origins outside the “ House.’’ The complaint is often made, however, 
that although the Stock Exchange may claim to be merely a lay member in 
the financial gear-box, it does, in fact, provide the means whereby a gullible 
investing public can be, and is, exploited by those “in the know.’’ More 
information and keener professional criticism may in time do a good deal to 
reduce the content of this charge ; and, from the “ House ”’ angle, this means 
better qualified brokers. The day is surely coming when the Council will begin 
to expect new applicants for membership to show some evidence of possessing 
the equipment for critical assessment of investment matters. The process of 
raising the status of stockbroking to a more professional and less commercial 
footing must necessarily be a long term affair. For the time being, a rather 
tough and restrictionist attitude towards all devices which pander more par- 
ticularly to speculation, as distinct from investment, is perhaps the most 
practical way of keeping the “ House "’ clean—even though there is a basic 
conflict between such restrictions and the ideal of a really free market. Wise 
policy, therefore, calls for a nice balance between the two. 

The Stock Exchange has a big part to play in the Britain of the future. If 
it is to play that part well, it must continue the modernization of its facilities 
and make such plans as are possible in existing circumstances. One major 
obstacle to the provision of more expeditious and cheaper service to the invest- 
ing public is the impossibility, for some years, of launching a rebuilding scheme. 
The public interest in this development is stronger than appears at first sight 
because radical reduction of expenses, with consequent lowering of commis- 
sions, is feasible only if the whole Stock Exchange community can be brought 
under one roof. This would open up the possibility of applying the clearing 
principle (the labour and time-saving cross-cancelling at present performed 
centrally by the Settlement Department for a limited number of stocks) to all 
the main operations of stock transfer and consequential accounting. The 


‘ft 


future stockbroker may be able to dispense with office facilities entirely except 


so far as is necessary to advise and maintain contacts with clients. All the 
clerical and accounting work would be done by greatly expanded and highly 
mechanized central departments and the cost per bargain done might well 


be halved. The public could expect a more efficient and a cheaper service, 
contributing sensibly to the volume of business, the fluidity of markets and, 
by and large, reducing the yield gap between gilt-edged and commercial 
securities. All this amounts to an important contribution to the economic 
well-being of the nation. 
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Turning - Point in Silver ? 
By C. G. Tether 


HE decision of the Indian Government to ban the private importation of 
T ental and silver into India has closed another chapter in the turbulent 

post-war history of the world silver market. To get the events of the past 
few months into perspective it is necessary to trace the development of the world 
silver situation since the close of the war. During the war India had imported 
gold and silver on a considerable scale for release on the open market in India 
because such sales provided a ready and effective means of mopping up some of 
the surplus purchasing power created by the war-time distortion of the entire 
[Indian economy. After 1943 the necessary silver supplies had been obtained 
under Lend-Lease arrangements with the United States which provided for an 
“ ounce-for-ounce ”’ return of the silver five years after the emergency had been 
declared by the U.S. President to be at an end. In July, 1945, as supplies of 
Lend-Lease silver neared exhaustion, the Indian authorities abruptly discon- 
tinued sales of bullion on the Indian markets, and in the following month the 
American announcement of the withdrawal of Lend-Lease facilities made it 
clear that no further supplies of silver were likely to reach India through this 
channel. But although India was thus cut off from Western Hemisphere 
supplies and was unable, owing to the restrictions on British silver dealings, to 
draw silver from the sterling area on any scale, prices for a time showed no 
tendency to rise. 

Early in 1946, however, internal developments created opportunities for 
profitable speculation by the large speculative element in the Indian bullion 
market. The hoarding demand was revived by growing fears about the political 
situation in India and the possibility of an economic crisis as a sequel to the 
projected withdrawal of British rule. The resulting price rise was helped from 
within India by the decision of the Indian Government to apply import duties 
on gold and silver which were supposed—inexplicably and, it seems, fallaciously 
—to help the Indian authorities to “ secure an approximation between Indian 
and overseas bullion prices in an orderly manner’’. The flaws in the Govern- 
ment’s reasoning did not, however, trouble the speculators. Although India at 
that time was actually importing very little bullion, the new duties were 
promptly added to the prices ruling in the Bombay market and the price 
differential with other world markets was widened accordingly. The “ bull ”’ 
syndicate which had been formed in the Bombay market derived an ample 
supply of ammunition for its propaganda offensive from the agitation by the 
American silver bloc for an increase in the U.S. Treasury’s buying price for 
newly-mined American silver from 71.11 to 90} cents per ounce. There was at 
that time no direct connection between silver prices in Bombay and silver 
prices in India but it was easy to see, with a world-wide shortage of silver in 
prospect, that a rise in U.S. prices could hardly fail to exercise a stimulating 
effect upon world prices generally. It was pointed out that the recipients of 
Lend-Lease silver (mainly Britain, India and the Netherlands) would, in the 
course of the next few years, be searching for 411 million ounces to repay the 
U.S. silver loan. With this demand superimposed upon a commercial offtake 
already threatening to outstrip the production of all the mines in the world, it 
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was argued that boom conditions were likely to rule in the world silver market 
for a long time to come. 

By May, 1946, the price of silver in Bombay had advanced by some 50 per 
cent., reaching Rs. 192 per 100 tolas, equiv alent to a sterling price of g2d. per 
ounce. This compared with the official price of 44d. per ounce at which silver 
was obtainable in London for “ essential ” trade purposes. The Indian authori- 
ties realized somewhat belatedly that, with silver prices approaching the rupee 
melting-point, the entire currency system of India was endangered. They 
therefore took steps to replace silver coins of the lower denominations by a pure 
nickel coinage. Even so, a currency crisis was averted only by the action of the 
Bombay Bullion Committee, which checked the price rise and at the same time 
saved the unfortunate “‘ bears,” by introducing a scheme which enabled those 
unable to deliver silver according to contract to carry forward their commit- 
ments from month to month on payment of a modest penalty. 

This move was challenged in the Indian courts, but, pending a decision, the 
‘ bears "” were provided with a welcome breathing space to press forward the 
covering of their over- -sold positions. Late in the year, the Indian High Court 
decided in favour of the “ bull” element in the market and the Bullion Board 
ruled that all outstanding contracts should be liquidated at the November 
settlement. But this victory proved a very hollow affair, because in the interim 
the world silver situation had again changed radically, as a result of two major 
developments. One was the decision of the British Government to switch from 
silver to cupro-nickel coinage and thus to save eventually over 200 million 
ounces of silver in order to meet the obligation to America. This move pointed 
a way in which the repayment of Lend-Lease silver debts could be effected, 
without recourse to the world silver market, by other governments similarly 
situated. And it also involved a long-term reduction in the important mone- 
tary demand for silver. The second development was the decision, in August 
last, of the British authorities to modify the exchange regulations so as to permit 
the import into India, first of silver of Russian origin, then of silver from other 
sources provided no dollar payment was required, and finally of silver 
originating in any part of the sterling area. 

This move followed naturally y upon an earlier decision to allow the import of 
silver from non-sterling area countries for resale abroad at prices above the 
official quotations provided that there was a net gain in foreign exchange 
to the Treasury. 

The British authorities were naturally anxious to do all eo could to 





facilitate the restoration of the London market to its former importance in the 
world bullion trade, more especially for the addition to invis ible incorne which 
it was hoped such activity would provide. The opportunities for abuse and 
circumvention of the exchang gulations which were thereby opened up were 
not apparently reé lized at the pret 

Silv r immediately — to flow ito India on a big scale from Europe, 
from Iran, from the Far East and all the corners of the sterling area. The 
realization that India was acting as a magnet for the silver reserves of the entire 
sterling area produced something approaching a panic on the bullion markets 
and prices slumped severely. At one point the shipping parity in London fell 
materially below th New York 1 arity ind suppli ‘s of “‘ free’’ silver were 


offered for sale by London in New Yor: at barely sod. The low prices did not 
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last, however. Up-country demand in India revived at the lower levels, and 
up to 200,000 to 400,000 ounces of metal per day were taken from the Bombay 
market alone, so that shipments of silver from London, Hong Kong and else- 
where were soon resumed on as large a scale as ever. 

The Indian slump had been echoed in the New York market, however. 
There, since the increase in the Treasury quotation for American newly-mined 
silver to go} cents in July, the open market price for foreign silver had been 
jammed against the Treasury price. Although no silver diverted from the 
Bombay market was ever apparently sold in the United States, the appearance 
of a few selling orders there sufficed to demonstrate the fine margin which 
existed between a “‘ seller’s ” anda“ buyer’s ’’ market in New York. Consumers 
staged a buyers’ “‘ strike ’’ and had the satisfaction of seeing the open market 

rice fall by some 20 per cent. But, while U.S. consumers were still talking of 
the possibility of a decline to 60 cents, foreign buyers, equipped with the 
necessary dollars, appeared in the New York market for Mexican and other 
newly-mined silver for shipment to India. Much of the buying was on behalf of 
Continental interests. It was never clear how these purchasers came to possess 
the necessary dollar exchange, but it was claimed that the price differential 
between New York and Bombay was at this time so wide that it was possible to 
acquire dollar exchange against sterling at “ black ’’ market rates, to purchase 
silver in New York, to resell it for sterling in Bombay, and still show an attrac- 
tive profit. Some of the foreign demand came from Indian nationals with dollar 
funds abroad, who saw in purchases of silver from abroad an attractive way of 
forestalling any attempt by the Indian Government to requisition overseas 
funds. 

Obviously, the traffic in silver between New York and Bombay could not be 
permitted to continue on the scale which it quickly assumed. From the British 
point of view, it involved a net loss of foreign exchange. Belgian and other 
traders with dollars to spare and sterling payments to make found that through 
these silver deals they could obtain their sterling much more cheaply than if 
they converted at the official rates of exchange. Even the continuance of 
large-scale Indian purchases of silver from the sterling area was open to objec- 
tion, for, whereas British purchases of silver had usually to be paid for by the 
export of British goods to the Russian or other se llers concerned, when the 
same silver was resold to Indian buyers it yielded not goods but only a reduc- 
tion in the total of Indian sterling balances. It is therefore possible that even if 
the Indian Government had taken no steps to interrupt the flow of silver to 
India, the British authorities might have been compelled to do so. But the 
Indian authorities acted quickly, and banned all private imports of bullion. 

Whether this decision was prompted by London is not clear. It has been 
argued that the Indian Government does not necessarily intend to stop bullion 
flowing into India but may only wish to secure for itself the profits arising from 
this profitable The point cannot be overlooked, however, that, with the 
monetary situation in india moving towards equilibrium, the importation of 
bullion can no longer be justified on the grounds that it is required as an 
antidote for inflation. Gold and silver hoarding is, in fact, becoming a luxury. 
In so far as such imports are financed by running-dow n sterling balances, the 
Indian authorities might not feel inclined to raise objections on their own 
account but they might deem it unwise to offend the British authorities by 
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permitting an extravagant use of sterling balances for bullion imports at a time 
when India is running a heavy adverse commercial trade balance with the 
United Kingdom. Insofar as silver imports are being financed by drawing on 
private dollar holdings abroad, it is clearly a matter of considerable concern to 


an Indian Government which at some date in the early future may be facing a | 


“hard ’’ currency problem of its own.* 

The importance for the world silver market of the withdrawal of Indian 
hoarding demand, if the ban is maintained, can hardly be over-stated. Outside 
India, silver has for some time been steadily going out of fashion as a means of 
hoarding wealth and it is unlikely that any considerable demand for such 
purposes will develop elsewhere to replace Indian buying—even if world prices 
fall sharply. It is interesting to note in this context that during the recent 
monetary instability in China it has been gold rather than silver that has been 
in active demand as a means of storing wealth. The Chinese have, in fact, 
continued to dishoard silver on a considerable scale for shipment to India. 

From the viewpoint of the much enlarged body of commercial users of 
silver, the complete elimination of any monetary interest in the world silver 
market would be thoroughly welcome. Not only would the whole of current 
production be thereby freed for consumption by industry and the arts: the 
large and frequent fluctuations in price levels which result from the alternate 
waxing and waning of the hoarding demand would also come to an end. 

Furthermore, such a change should mean lower prices. Production of silver 
in the Western Hemisphere (which in pre-war days accounted for more than 
three-quarters of the entire world output) fell steadily during the war years, 
the low point being reached in 1945. On the other hand, consumption by the 
fine arts and industry steadily increased, reaching a record figure of 140 million 


ounces in the same year, compared with a pre-war figure for the entire world of | 


only 53 million ounces. 

Recently, however, these trends have been reversed. Messrs. Handy and 
Harman, the well-known New York bullion firm, stated in their annual review 
for 1946 that consumption in the U.S. by the arts and industries will decline 
from the 1946 figure of 105 million ounces to perhaps 85 million ounces in 
1947, and gave it as their opinion that the total industrial demand in the 
Western Hemisphere will this year roughly equal mine production in North and 
South America, excluding U.S. silver which goes to the Treasury at go} cents 
per ounce. Production of silver elsewhere in the world will probably exceed the 
overall demand for industrial purposes, so that without taking into account the 
possibility of the disposal of the large stocks of demonetized silver in the posses- 
sion of European and other governments, the probability is that buyers’ rather 
than sellers’ market conditions will prevail in the world silver market for some 
time to come—if there is no re-emergence of hoarding demands. 

One other development which may mark the beginning of a new era in the 
world silver market is the Republican victory at the U.S. elections. This has 
seriously impaired the political strength of the silver bloc in the U.S. Senate, 
since supporters of the Republican party mainly embrace consumers, not 
producers, of silver. An end to the crazy legislative campaign, which ina 


matter of a decade and a half has finally disposed of the lingering hopes of the | 


bimetallists, by virtually driving silver out of use even for subsidiary coinage | 
in the currency systems of the world, may therefore be in sight. 
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* See also “‘ India’s New Exchange Control ”’ on pages 32-34.—Ep. i 
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Housing and the Mortgage Boom 
By Roland Bird 


UT of the strong, Scripture tells us, came forth sweetness. Last year, 
ex of inflation and dire restriction upon private enterprise building, the 

building societies achieved a new record of total assets and new mortgage 
business. One might suppose, from their results, that the building societies last 
year had returned to the active conditions of the late thirties, when 275,000 
new houses a year were being built and the societies were lending up to {140 
millions a year to finance their purchase. But last year only 27,444 houses 
were built by private builders, and at the end of the year, when the one-in-four 
ratio of private to local authority building was being rigidly applied, only 
30,641 were under construction by them. 

The fact is, of course, that while the building of new houses for sale has for 
many months been restricted to the minimum, the volume of transactions in 
existing house property has exceeded every expectation. A high proportion 
of the mortgage business transacted last year has resulted from purchase by 
tenants of houses which they were occupying. Restrictions on building and 
on rents have positively encouraged this class of business. To the tenant of a 
rent-controlled house, it has meant that he could keep a roof over his head 
by assuming a capital liability appreciably smaller than he would have to 
meet if he tried to buy a comparable uncontrolled house with vacant possession. 
For their part, owners faced with controlled rents, the difficulty and high cost 
of repairs, rising prices and high taxation, have been readier than they would 
have been in earlier days, when investment in house property used to make 
economic sense, to sell to existing tenants at prices which take some account 
of the increase in post-war building costs, but do not exact the more extrava- 
gant premiums which are commonly demanded in a sale with vacant possession. 
And the building societies—which announced their readiness a couple of years 
ago to provide £150 millions a year to finance new housing, in which they are 
now denied any effective opportunity to participate—have obviously welcomed 
such a rapid extension of tenant-purchase. 

If figures on paper were the sign of healthy development on traditional 
lines, the movement’s results for last year would be in every way admirable. 
In many ways, they are indeed admirable. They reveal that the societies, 
despite their disappointment about new building, have shown considerable 
adaptability to meet the unprecedented scale of demand for mortgage accommo- 
dation on existing properties. They have reduced the movement’s undue 
liquidity and its war-time dependence on the gilt-edged market—at a useful 
time, too, if the automatic benefits of cheap money are less likely to be secured 
in future. And they have kept the scale of the building society movement 
intact so that in more normal years it will be able to play a fuller part in the 
financing of new private enterprise building. 

The extent of last year’s expansion can be measured from an analysis of 
119 building society balance sheets which has been undertaken by the Butlding 
Socteties’ GazeH#e and appears in the March issue of that publication. The two 
following tables are reproduced with due acknowledgment to the Gazeite : 








Ke 
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Sitti . $$$ $$$________ 
TABLE I—AGGREGATE RESULTS OF 11g SOCIETIES 
1945 1946 Change in 1946 
£ £ £ 
Assets, mortgages .. es 484,963,305 544,106,698 + 59,143,393 
: investments on 198,269,717 184,670,412 13,599,305 
cash.. ; is 21,353,438 22, 576.7 708 + 1,223,270 
other assets ai 6, 6.453; 983 6,442,395 - 11,585 
Total assets ae nr 711,040,443 757,796,216 + 46,755,773 
Reserves es a4 43,775,413 46,925,552 + 3,150,139 
Advances on mortgage is 83,059,120 161,606,728 + 78,547,608 


TABLE II—DIFFERENTIAL EXPERIENCE OF 119 SOCIETIES 


No. of Societies showing : Increases Decreases No change 
Mortgage assets .. ie ee 103 16 — 
Investments a ai vp 36 81 2 
Cash és a re aie 73 45 I 
Other assets wi 7 és 51 53 15 

Total assets sa ie es 102 17 

Reserves .. 9 oe 118 I ~ 
Advances on m: rte lage .. ' 118 K — 


Although by number this sample of societies covers little more than one-eighth 
of the movement, the I1g societies accounted for over 86 per cent. of the 
movement’s total assets in 1945, and it can therefore be taken as a fully repre. 
sentative group. A number of significant changes are evident from the figures. 
Only one of the 11g societies failed to expand its mortgage advance business 
last year, and the new advances of the whole sample increased nearly two-fold 
from £83.1 millions to {161.6 millions. These societies in 1945 accounted for 
85} per cent. of the total new advance business of all societies ; it is reasonable 
therefore to estimate that the 1946 new advances total is likely to be of the order 
of £190 millions—perhaps a little less. Thus the previous record of 1936, when 
£140.3 millions was advanced, must have been exceeded last year by the 
substantial margin of 35 per cent. 

How has this volume of new business been financed ? The Gazette figures 
lift a corner of the curtain, for they show that last year, on balance, the building 
societies were sellers of gilt-edged. As many as 8r societies out of the 19 
reduced their investments, and the net reduction in securities held by al 
societies included in the sample amounted to {13.6 millions sufficient to 
finance rather less than one-tenth of the new mortgage advances. But it is 
clear, in addition, that last year’s new business was financed to an unusually 
high degree from mortgage repayments and in some degree from new invest- 
ment funds. These sources of finance are not examined in detail in the Buslding 
Societies’ Gazette—if they could be included in future years it would enhance 
the value of the tables—but it is evident, from the smaller sample of societies 
in Table [V, that well over one-quarter of the mortgage advances outstanding 
at the end of 1945 were re pi aid during the past year. This is an astonishing 
proportion. It suggests that building society borrowers, most of them @ 
relatively small means, have found at least £125 millions out of their current 
incomes last year to reduce their total indebtedness of £573 millions, as it 
stood at the end of 1945, to £450 millions or less. It also means that new 
advances last year amounted to no less than 40 per cent. of the outstanding 
mortgages, as reduced by last year’s repayments. 

[t would be interesting to know how far these trends are likely to persist 

whether the building societies, in these inflationary cating are pes bers. for a 
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class of borrowers who are able, and indeed anxious, to wipe off their mortgage 
debt at a high speed, by anticipating the repayment obligations into which 
they have entered. Higher incomes and the reduced opportunities for worth- 
while expenditure have diverted many of the funds that would have been 
spent or invested elsewhere into credit entries in borrowers’ accounts. There 
are many war gratuities which after 1918 would have gone towards the pur- 
chase of a small shop or a poultry farm, but are to-day represented by the 
equity in a house. If, however, the movement were to be faced, as a permanent 
feature, with so considerable a turnover of its funds, it would indeed have to 
do some hard thinking. Its pre-war worries about liquidity would certainly 
have disappeared for good ; but so would much of the pre-war stability of its 
business and the comparative leisureliness of its turnover of funds. If to-day’s 
conditions became persistent, the movement would have to ensure that new 
borrowing was sufficient to absorb its spare funds, or face the possibility 
instead of some reduction in its total resources. Perhaps the wisest conclusion 
about the 1946 results, so far as new borrowing is concerned, is to regard them 
as an interim consequence of an inflationary monetary policy, and the resettle- 
ment in’ civilian life of ex-servicemen who have made better use of their 
gratuities than their fathers did. 

But it would only be fair to the movement to define a little more closely 
what inflation has meant for the building societies last year. It is claimed, 
with broad justification, that the societies’ lending policy allows a reasonable 
margin for increased house prices, but rules out any margin for excessive valua- 
tions. Yet it is probable that a competitive element has reappeared in lending 
business, and when that happens—as pre-war experience so clearly showed— 
it becomes difficult to secure common standards of practice, and to dissuade 
some societies from going out for business even at the expense of their lending 
standards. Under present inflationary conditions a large society is likely to 
instruct its surveyor to estimate the 1939 value of a house for mortgage pur- 
poses, and then to limit its advance to not more than 100 per cent. above the 
amount which it would have been prepared to lend in 1939—which is by no 
means the same thing as admitting the whole post-1939 rise in values to rank 
for mortgage purposes. There are other societies (many of them of medium 
size, in which the instinct for expansion is still strong) whose policy is more 
elastic and who are prepared to admit cases “‘ on their merits ’’—which usually 
means that they are rather more prepared to let their lending limits rise with 
the market. 

Even here, however, there are two elements of safety for the societies : 
first, the personal financial stake of the average borrower—the “‘ deposit ”’— 
is to-day appreciably larger than it was before the war ; and, secondly, there 
‘s a noticeable tendency towards a reduction in the term of years arranged 
for mortage repayments, because many borrowers to-day can afford higher 
weekly or monthly sums. It may well be that the extremes of house property 
values will, in the course of the next four or five years, show some decline, 
though it must be admitted that the present level of building costs (which is 
at least 75 per cent. above the pre-war level and might well be 100 per cent. 
higher) shows no sign of falling. Suppose, nevertheless, that prices fall by 
25 per cent. during the next five years. On a 25-year mortgage of usual type, 
a borrower's indebtedness at the end of five years would represent 70 per cent. 
of the original valuation, but for a mortgage term of 16} years, it would repre- 
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sent little more than 60 per cent. Thus the shorter the mortgage term, the 
greater the cover for the lending society after a few years of repayments, and 
the greater is the consequent protection against a fall in house property values, 

Table III shows that building societies are well able to attract adequate 
investment funds at present rates. This is hardly surprising, for there have 
been no general changes in rates since the autumn of 1945, and meanwhile the 
cheap money trend has greatly reduced the returns obtainable on many 
alternative investments. The prevailing tax-free rates are 24 per cent. on shares, 
and 1}-13? per cent. on deposits, and for the investor who is subject to the full 
standard rate of tax, such returns are obviously attractive. It is still the 
practice of many societies to restrict the amount of new money which they wil 
accept at such rates to a given total or a limited amount per month. Table II] 
suggests that investors are showing a decided preference for new share invest- 


TABLE III—SHARE AND DEPOSIT MOVEMENTS 
(in {‘000’s) 


SHARES DEPOSITS 
With- Balance With- Balance 
Subscribed drawn* end of year Subscribed drawn* end of yea 
{19390t 31,692 9,466 87,280 9,309 10,092 35,004 
Halifax. “Ts a46t 5,633 6,161 88,204 7,225 6,958 39,439 
1946t 6,384 7,864 88,652 8,491 8,517 40,084 
{ 1938 8,532 10,701 66,829 6,976 3,189 14,549 
Abbey National 1 1945 1,308 4,243 62,548 2,508 1,592 10,904 
| 1946 6,897 4,473 66,378 2,421 2,326 1 ,749 
“hele { 1938 673 425 4447 506 528 1,906 
ne fae 503 302 5,290 522 482 2,671 
wits L 1946 1,226 438 6,202 637 574 2,774 
Senda ond { 1938 647 448 3,054 357 322 1,231 
Holbeck 1 1045 312 231 4,042 210 185 1,452 
| 1946 81 397 4,630 257 255 1,480 
is { 1938 goo 577 5,256 210 228 858 
=, 4 1945 983 494 7,389 38 63 ne 
———— | 1946 2,852 862 9,539 300 128 g00 
{ 1938 858 1,018 10,381 714 641 3,283 
Huddersfield .. } 1945 398 547 10,644 291 307 3,429 
1946 532 629 10,673 337 370 3,454 
Woolwich f 1938} 3,032 3,066 27,408 3,648 3,432 9,806 
Fqnitable < 1945? 1,146 1,766 31,003 909 918 6,990 
; L1940> 5,595 2,250 35,074 1,342 1,570 6,883 
— { 1938 26,943 25,701 204,655 21,720 18,432 66,727 
enue Saconeenn 4 8988 10,283 13,804 209,210 11,703 10,505 65,193 
eS —" - sees 24,377 16,913 221,148 13,794 13,746 66,324 
* Including interest. t Year to January 31. } Year to September 30. 


ment, as distinct from deposits. During the past year, the seven societies took 
{24.3 millions of new share subscriptions, compared with only {10.3 millions 
in the preceding year, but withdrawals (including interest) show a compara | 
tively small increase, and the total share investment in these seven societies | 
rose substantially from {209.2 millions to {221.1 millions during 1946. 0b 
the other hand, deposits, which carry a lower rate of interest, have show 
but little increase compared with 1945, or—even more significant in view 0 
the fall in the value of money—with 1938. 

Building societies are still operating on a very bare surplus of income 
The cut in mortgage interest rates to 4 per cent. eighteen months ago has 
reduced the average rate of return on their funds to below 4 per cent., in many | 
cases, because they still hold one-quarter of their assets in gilt-edged securities | ; 
carrying perhaps 2} per cent. on the average. Some months ago the Building | 
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Societies’ Gazette made an estimate which suggested that out of the average 
return of 4 per cent. on their total assets in 1945, the societies paid just over 
2 per cent. in interest on shares and deposits, } per cent. for management, 
nearly 1} per cent. for income-tax and N.D.C. and put about 3 of x per cent. to 
reserves. Last year’s events have done nothing to widen this margin. 

As yet, the movement has not proceeded very far towards solving the 
problem of the future relationship between the interest rates which it pays and 
those which it receives. It is doing good business now because a 4 per cent. 
mortgage rate is much lower than the real rate of interest which borrowers 
would be prepared to pay for new loans—it pays to borrow in an inflationary 
situation at a rate which is so competitive as this. And there are, indeed, 
signs of incipient competition towards lower mortgage rates in the action of 
the Co-operative and Portman societies in offering new money at 3} per cent. 
for advances on newly-built private enterprise houses—a limited undertaking 


TABLE I1V—-MORTGAGE BUSINESS 








{in {’000’s) 
1938 1945 1946 
New Repay- Balance New Repay- Balance New Repay- Balance 
Advances ments* «ndof year Advances ments* end of year Advances ments*® end af year 
Halifax? .. - 20,341 18,224 105,178 17,306 = 17,373 82, 27,708 23,102 = 90,304 
Abbey National. 13,449 12,573 79,207 4,003 11,483 56,916 14,042 13,230 60,2213 
Cheltenbam and 
Gloucester = 1,275 1,162 6,261 1,302 1,288 5,Bo? 2,391 1,516 6,980 
Leeds and Holbeck. . 1/083 751 4,224 888 729 3,629 1,547 1,048 4,300 
Leek am@ Moorlands %, 994 6,047 1,894 1,430 6,989 3,795 2,097 9,031 
Heddersheid ea 2,033 2,109 13,332 1,392 1,909 9,209 2,201 2,269 9,516 
Woolwich Equitable } 6,277 5,930 35,921 4,033 5,486 30,044 8,827 7,420 33,021 
TOTAL, 
Saver SocreTmas.. 45,656 41,743 250,169 31,507 39,608 194,638 60,522 $0,692 233,373 
* Including interest. 1 To January 31 of following year. t To September jo. 
TABLE V—QUICK ASSETS 
(in £’000’s) 
1938 1045 1946 
Cash Investments Cash Investments Cash Jnvestments 
Halifax ¢ .. - « §5a7 17,182 6,379 46,529 4,150 41,912 
Abbey National .. -. 2,086 5,983 1,816 20,474 2,184 20,763 
Cheltenham and Gloucester 27 8859 72 3,054 323 2,803 
Leeds and Holbeck ia 37 218 34 2,116 102 1,949 
Leek and Moorlands... 30 408 78 1,014 542 1,354 
Huddersfield ae ne 468 831 553 5,438 319 5,510 
Woolwich Equitable {+ .. 221 2,918 1,071 9,210 1,230 10,172 
Total, SEVEN SocrETIES 8,056 28,429 10,003 88,444 8,850 84,463 
t At January 31 of following year. ; At September 30. 


at present, since the total business involved in all such houses during this 
present year could not exceed, at the very outside, £50 millions—-in fact, a 
substantial part of these houses will certainly be financed by borrowing from 
local authorities at 23 per cent. under the Small Dwellings Acquisition Acts. 
It is from local authority loans—so far as new private enterprise building is 
concerned——-that the element of competition for the societies is now strongest. 
Their real opportunity for financing new house building cannot occur until 
present building restrictions are relieved. The Co-operative and Portman 
lending challenge, therefore, must be regarded largely as a portent of future 
competition at present. Meanwhile, the societies have the advantage of an 
active mortgage business in existing properties at peak prices. But they will 
be much happier when at length they have a chance to transact a more normal 
proportion of business in newly-built houses for owner-occupier purchase, for 
that is their traditional and expert function. 
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a New Exchange Control 
By H. C. G. Slater 


GOOD deal of misunderstanding has arisen about the Foreign Exchange 
A Regulation Act, 1946, recently passed by the Indian Le; gislative Assembly, 

The new system will come into force on a date to be appointed by the 
Central Government by notification in the Official Gazette, and will then apply 
to the whole of British India (i.e., not the Indian States) ; to British subjects 
and servants of the Crown in any part of India; and to British subjects, 
wherever they may be, who are domiciled in any part of India. In some quarters 
there has been a tendency to represent the provisions of this Act as bein 
inimical to British interests mainly on the ground that any currency other than 
the rupee is treated asa foreign currency. The Act is, therefore, worth examin- 
ing more closely, especially in connection with the future relationship between 
sterling and the rupee. 

As a member of the sterling area group, India since 1939 has had to regulate 
her foreign exchange dealings with countries outside that area, and especially 
with the ‘‘ hard ’’ currency countries. There have been no restrictions upon the 
convertibility of rupees into sterling or into the currencies of any other members 
of the sterling group. Trading between the members of this group and India has 
been regulated only by the overall necessity to limit particular exports from 
and imports into India as a result of physical shortages and war-time priorities 
for materials and transport. Similarly, the need to conserve the hard currency 
resources of the sterling group led to the formation of the dollar pool into which 
were poured the combined dollar earnings of the group and from which allot- 
ments were made to the individual members by agreement according to their 
respective needs or individual policies. This arrangement, essential to the 
successful prosecution of the war, is shortly to be ended by the freeing of 
currently accruing sterling in conformity with the Anglo-American financial 
agreement. In consequence, India, like the United Kingdom, has had to adapt 
her arrangements to the new system and to put her exchange control upon a 
regular peace-time footing. Hence the Defence Regulations under which these 
controls are operated are being replaced by specific statutory powers of 
Exchange Control which in essence simply continue the present procedure for 
regulating transactions in foreign exchange, securities and gold. 

The statement of “ objects and reasons” which accompanied the Bill 
explained—just as Mr. Dalton’s White Paper on Britain’s Bill did—that 
adherence to the International Monetary Fund required certain powers to 
regulate transactions in foreign exchange in order to fulfil the obligations of 
membership. The provisions of India’s Act, like Britain’s, have been drafted 
in such a manner that the degree of restriction on foreign exchange transactions 
can be relaxed or increased by executive orders, either generally, or for pat- 
ticular currencies in accordance with the needs of trade and finance or inter- 
national agreements ; thus ensuring that flights of capital or wild speculation 
can be immediately controlled. 

The Reserve Bank of India is empowered to authorize any person, upon 
application, to deal in foreign exchange (Sect. 3), and without this authoriza- 
tion no person resident in British India shall buy, borrow or sell, or lend or 
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exchange any foreign exchange (Sect. 4). It is further provided that all dealings 
must be at rates authorized by the Reserve Bank and any acquisition of foreign 
exchange for which permission has been obtained must be utilized for the 
purposes specified. By Sections 5, 6 and 7, restrictions are placed on all payments 
to or for the credit of persons resident outside British India, and Section 8 
similarly restricts the import and export of currency notes or bullion except 
with the general or special permission of the Reserve Bank. The Central 
Government may by notification in the Official Gazette order every person in 
or resident in British India who owns foreign exchange to offer it for sale to 
the Government (Sect. 9), and any person who has a right to receive foreign 
exchange must see that he receives this in full without delay (Sect. 10). The use 
of gold or silver bullion imported into British India is to be subject to conditions 
imposed by the Central Government (Sect. 11). 

Other sections of the Act control the export of goods and the conditions of 
payment, the export and transfer of securities to persons resident outside India 
and the custody in British India of such securities as may be specified by the 
Government. The issue of securities to bearer is controlled and the Central 
Government may also order the transfer to itself of any foreign exchange or 
direct the owner of foreign securities to sell and offer the proceeds to the Reserve 
Bank, or otherwise vest the securities in the Government free from any mort- 
gage, pledge or charge. Power is also taken to control the lending of money to 
persons in British India other than a banking company by persons resident 
outside British India, except with the permission of the Reserve Bank. There 
is also power to call for returns to be made to the Reserve Bank of such foreign 
exchange or foreign securities as may be specified. By Sect. 20 the Reserve 
Bank may direct that any person who has at any time been in British India 
after the commencement of the Act shall be treated as still being resident there 
or resident in such other territory as may be specified, and, in the case of any 
person who leaves India, the Reserve Bank may require that any sums standing 
to his credit in any bank may not be dealt with except as authorized. For the 
purpose of the Act the Central Government may from time to time give the 
Reserve Bank such general or special directions as it thinks fit. Any contra- 
vention of the provisions of the Act is punishable by imprisonment for up to 
two years, with or without a fine. 

£ 

It is generally recognized that these powers are wide, but they are not 
unnecessarily so if efficient control over foreign exchange dealings is to be 
maintained. The measure closely follows the exchange control legislation now 
enacted in the U.K. This resemblance is not a result of imitation, but an 
indication of the homogeneity of the exchange control systems operated 
during the war throughout the sterling area. 

In the new era of currency relationships now dawning with the advent of 
the International Monetary Fund, India is unable to dispense with all restric- 
tions on multilateral convertibility of the rupee and accordingly has notified 
the Fund of her desire to take advantage of the transitional arrangements set 
out in Article 14 of the Fund’s Charter. These provisions allow member 
countries a breathing space of up to 5 years in which to achieve full and unre- 
stricted convertibility for all exchange transactions for current as distinct from 
capital purposes. In this connection it has been stated that India has no reserves 
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of foreign exchange other than her sterling balances of £1,200 millions. Her 
stock of monetary gold stands at $274 millions (at $35 per oz.). Of this 
amount 10 per cent. or $27.4 millions has now been transferred to the Inter. 
national Monetary Fund as the requisite gold portion of India’s $400 millions 
quota subscription. Giving her ample sterling reserves, it is clear that if India 
experiences any shortage of foreign exchange it will be with the “ hard cur. 
rency " countries and not with members of the sterling area. But if sucha 
shortage occurs, India obviously would be wise not to depend upon being able 


to buy from the Fund the full $100 millions per annum (for a maximum of | 


4 years) which her $400 millions quota would entitle her to do, because of the 
probability that many other members of the Fund would be requiring similar 
facilities simultaneously. But if India could not secure the requisite dollars, a 
restriction of her trade with the dollar group of countries would, in these 
circumstances, be inevitable, however much this might retard industrial 
development. 

But, despite these difficulties, and the restrictions upon hard currency 
trade to which they might in certain contingencies give rise, there is plainly 
an intention not to fetter trade more than is imperative. In a recent speech on 
the new legislation, the Indian Finance Member emphasized that the Govem- 
ment’s policy is to aim at the removal of all restrictions on exchange transactions 
other than movements of capital. The Government intends to continue the 
existing practice under which payments are allowed freely for imports covered 
by import licences, and also for current business transactions involving the 
transfer of profits, interest, commission, insurance premiums of persons resident 
outside India, and reasonable amounts for family remittances and travelling 
expenses, as well as the transfer of provident funds and savings up to certain 
limits by persons leaving India. (The question of provident fund remittances 
is of vital interest to many persons now preparing to emigrate permanently.) 
The Finance Member also said that he was hopeful that conditions would not 
emerge to make it necessary to restrict any release of sterling to meet the 
repatriation of British capital from India ; and, indeed, he could not foresee 
any set of circumstances over which India had control which would make it 
essential for India to apply such restrictions, except to large transfers of capital. 
India was taking advantage of the transitional period allowed to members of 
the International Monetary Fund only as a precautionary measure and the 
Government wished to see the multilateral convertibility of all currencies, 
including the rupee, as soon as possible. 

This frank statement of the position should do much to clear up any mis 
understanding of India’s exchange policy that may arise in this country. In 
particular it should remove any suspicion that the Foreign Exchange Regula- 
tion Act is a political measure or tinged with any form of political 
discrimination. There is little doubt, however, that the recent and impending 
constitutional changes have for some time been having significant repercussions 
upon the movements of funds. During the past 12 months India’s sterling 
balances have been reduced by about {100 millions, a decline which in pat 
reflects a capital efflux on a fairly large scale—for account of British nationals 
in India as well as U.K. residents—as a hedge against civil disturbance of 
economic dislocation in India. If the powers given by the new Act are ever 
invoked in relation to sterling, it will be for the purpose of checking such 
movements as these. 
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He Bankers’ Advances against Security 
- thi 
ter II — Charges on Goods 
ons | 
a | By C. R. W. Cuckson 
T- 

ich a Te primitive and obvious method of creating a security upon goods is 
r able by delivering them into the possession of the creditor, thus constituting 
im of a pledge, or pawn, at common law. The general property in the goods 
of the remains in the pledgor, and the pledgee has only a special property, or right of 
milar detaining the goods for his security until payment of the debt. On default in 
ATS, a payment the pledgee has the further right, after reasonable notice to the 
these pledgor, of disposing of the goods, accounting to the pledgor for any surplus. 
strial If the goods are bulky, the extreme inconvenience of an actual delivery 

| into the possession of the creditor has led to the device of handing him the key 
‘ency | of the debtor’s own warehouse in which they are contained. Even this is not 
ainly | often feasible, but unless the goods, while remaining on the debtor's premises, 
ch on can be set apart in some way from his other goods, they will be considered 
vern- to be in his ‘‘ possession, order or disposition ’’, under Section 44 of the Bank- 
tions ruptcy Act, 1914, in the event of his bankruptcy, and will pass to the trustee. 
e the Moreover, any document by which the debtor may purport to charge them in 
vered favour of the creditor will be void under the Bills of Sale Acts, 1878 and 1882, 
x the unless registered under those Acts. 


ident 

elling REGISTRATION AND “ ATTORNMENT ” 

rtain Though the ‘‘ possession, order or disposition ’’ clause of the Bankruptcy 
ances Act does not apply in the liquidation of a company constituted under the 


ntly.) Companies Acts, and the Bills of Sale Acts do not apply to charges created 
d not by such a company, Section 79 (2) (c) of the Companies Act, 1929, requires 
t the “a charge created or evidenced by an instrument which, if executed by an 
reset individual, would require registration as a bill of sale’’ to be registered with 
ike it the Registrar. If not so registered, the charge is void against the liquidator 
pital. and any creditor of the company. 


ars of In Dublin City Distillery v. Doherty (1914) the respondent Doherty advanced 
1 the money to the company on the security of whisky stored in a warehouse belong- 
acies, ing to the company, which entered his name in pencil opposite the particulars 
of the whisky in their books, and issued to him “ delivery warrants ” stating 
mis that the whisky was deliverable to him or his assigns. The House of Lords 
. In held that as the whisky remained in the possession of the company a valid 
gutla- | pledge of it had not been created, and that the delivery warrants were instru- 
itical ments which if executed by an individual would require registration as bills 
ading — and were accordingly void for want of registration under the Companies 
S1ONS Act. 
ling Although, as we have seen, an actual delivery of goods by way of pledge is 
part | rarely practicable, a constructive delivery of them may be effected, if they are 
onals in the possession of a third party who holds them on the debtor’s behalf, by 
ce of delivery of documents representing them. 
ever If the goods are in the hands of a warehouseman, the document delivered 


such _ will normally be a “ delivery order”, signed by the debtor, instructing the 
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warehouseman to deliver the goods to the creditor. As a delivery order j 
revocable at any time, and as there is always the risk, in the case of a fraudulep: 
debtor, that he may have issued, or may issue, another order in favour of 


another person, a prudent creditor will be careful to present his order to th | 
warehouseman at once, and will have the goods entered in his own name | 


receiving from the warehouseman a “ warehouse certificate ”’ or ‘‘ warehoug 
receipt ” indicating that this transfer has been effected. Such an “ attom. 
ment ”’ by the warehouseman to the creditor takes the goods out of the debtor's 
“ possession, order or disposition ’’, and any document of charge accompanying 
a pledge so created is not within the Bills of Sale Acts, and does not requir 
registration if given by an individual or a company. 

A pledgee of warehoused goods takes them, of course, subject to the ware. 
houseman’s lien for his charges already accrued and continuing to accrue ip 
respect of them. 

Some large warehouse companies and dock companies have the privilege | 
under the special Acts of Parliament constituting them, of issuing fully negoti. | 
able warehouse warrants, which pass the legal title to the goods comprised | 
in them by endorsement and delivery of the warrants. No “ attornment” 
by the company is necessary in such a case. 

If the goods are temporarily held on the owner's behalf by a person whois 
performing some process, such as dyeing, bleaching or packing, upon them, 
the manner in which they may be constructively pledged by the owner is 
shown by the case of Re Hamilton Young & Co., ex parte Carter (1905), where the 
processers were bleachers, and their receipts issued to the owners, a firm, were 
deposited by the latter with their banker as security for an advance, accom 
panied by a document stating that the firm held the goods on the banker's ; 
account and under lien to him. The firm became bankrupt, but before the 
commencement of the bankruptcy the banker gave notice of his claim to the 
bleachers, and they attorned to him by acknowledging that they held the goods 
on his behalf. It was held that the attornment took the goods out of the firm’ | 
possession, order or disposition, and that the document accompanying th | 
valid constructive pledge was not a bill of sale. 

On the other hand, in National Provincial Bank v. Lindsell (1922) where the 
owner of a motor-car had sent it to a repairer, whom he instructed by letter to 
hold it, and the proceeds of it when sold, to the order of his banker, to whoma 
copy of the letter was sent, it was held that the letter, not having been followed 
by any attornment by the repairer to the banker, was void, so far as it con 
stituted a charge on the car, as being an unregistered bill of sale, and that, 
though the car had in fact been sold, and was represented only by the proceeds | 
in the repairer’s hands, the invalid charge on the car could not be separated 
from the charge on the proceeds so as to make the latter valid. 


BILLS OF LADING 


If the goods are at sea, they will be the subject of a “ bill of lading’, | 
which is a document in the form of a receipt for them, signed by or on behal | 
of the shipowner, containing the terms on which they are to be carried, ant | 
expressing them to be deliverable either to the shipper and his assigns or t02 | 
named consignee and his assigns. : 





excl 
Lor 
aflos 
tran 
ofa 
is re 

I 
of le 
the 
atto 
is ar 

; 
than 
the ¢ 
good 
is he 
ave 


\ 
shou 
char; 
posse 
bene 
the ¢ 
reali: 
proce 
takin 
(1922 
from 

cts, 

T 
pledg 

Oes 
creat 
pract 
fraud 
may ; 
he m 
overr 


as La 








a, 


a, 


der js 
udulent 
vour of 
" to the 
| Dame, 
rehous 
attom- 
lebtor's 
ran ying 
require 


@ Ware. 
crue in 


‘ivilege, 
negoti- 
nprised 
iment ” 


1 who is 
1 them, 
wner is 
here the 
m, were 
accom: 
vanker’s 
fore the 
1 to the 


e goods | 
e firm's | 


ing the 


here the 
etter to 
whom a 
ollowed 

it con- 
1d. that, 
roceeds 
parated 


ading *, 
1 behall 
ed, and 

or toa 





EEE ae 
BANKERS’ ADVANCES AGAINST SECURITY 37 


— 








Under the Bills of Lading Act, 1855, a consignee named in, and every 
endorsee of, a bill of lading to whom the property in the goods passes, has the 
same rights and liabilities as if the contract contained in the bill of lading had 
been made with himself ; but it has been held that this does not make a pledgee 
of a bill of lading personally liable for the freight (Sewell v. Burdick, 1884,) 
though of course he cannot take delivery of the goods until it is paid. 

A bill of lading, though not a fully negotiable instrument like a bill of 
exchange, is transferable by endorsement and delivery, and, in the words of 
Lord Sumner in The Prinz Adalbert (1917) such a delivery while the goods are 
afloat, is equivalent to delivery of the goods themselves, and is effectual to 
transfer the ownership, if made with that intention. The effect of the transfer 
of a bill of lading in defeating an unpaid seller’s right of “‘ stoppage in transitu ” 
is referred to below. 

It follows that a valid constructive pledge of the goods comprised in a bill 
of lading may be created by a pledge of the bill of lading, duly endorsed by 
the person to whom the goods are expressed to be deliverable, without any 
attornment by the shipowner, and without any registration, whether the pledgor 
is an individual, a firm or a company. 

As it is the practice of shipowners to issue bills of lading in “‘ sets ” of more 
than one part, each indicating that ‘‘ one of these bills being accomplished, 
the others to stand void ’’, the shipowner’s duty is performed if he delivers the 
goods to the first person who presents one of the parts to him. If only one part 
is held, care should therefore be taken not to delay presentation after the goods 
have arrived. 

LETTERS OF TRUST 

When the holder of the bill of lading has obtained delivery of the goods he 
should warehouse them in his own name, not in that of the pledgor, or his 
charge on them may be lost. But there is one important case in which 
possession of the goods may be given up to the pledgor without losing the 
benefit of the pledge, namely, that in which the pledgee entrusts the goods, or 
the documents representing them, to the pledgor for the specific purpose of 
realizing them, against an undertaking by the pledgor to hold them, and the 
proceeds when received, in trust on the pledgee’s account. Such an under- 
taking, usually known as a “ trust letter’’, was held in Re David Allester Lid. 
(1922) to be a ‘‘ document used in the ordinary course of business ”, excepted 
from the Bills of Sale Acts, and therefore not requiring registration under those 
Acts, or under the Companies Act. 

The efficacy of such a “‘ trust letter ’’ is derived from the previously existing 
pledge of the bill of lading. It does not create any new security, and therefore 
does not derogate from the general rule, stated above, that a pledge cannot be 
created upon goods of which the pledgor himself retains possession. 

“ Trust letters ’’, though constantly relied upon in commercial and banking 
practice, cannot in the nature of things be proof against the possibility of 
fraudulent dealings by the pledgor to whom the documents are entrusted. He 
may sell the goods and misappropriate the proceeds, or, as we shall see below, 
he may fraudulently pledge them with a third party, whose title to them may 
override that of the original pledgee. 

The facts in Allester’s Case should be contrasted with those in such a case 
as Ladenburg v. Goodwin Ferreira & Co. Ltd. (1912), where a company pledged 
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with its bankers a bill of lading deliverable to the order of the consignee residen; 
abroad, together with a bill of exchange for collection, and a letter hypoth. 
cating in favour of the bankers the goods and the proceeds when collected 
The contract between the company and the consignee was that the prope 

in the goods was to pass to the consignee on shipment. 
company, having parted with its interest in the goods, could not create, | 
charge on them. The only charge was on the proceeds, which were a “ book | 
debt ’” owing to the company. The charge therefore required registration | 
under Section 93 of the Companies Act, 1908, now Section 79 of the Act of 1929. | 


It was held that th 


PLEDGE BY THIRD PARTIES 


Hitherto we have considered the validity and effect of a pledge of goods, 
or of the documents representing them, made by a person who is the owner 
of the goods actually or constructively pledged. 
circumstances in which a person who is not the owner is nevertheless enabled 
by the Factors Act, 1889, and the Sale of Goods Act, 1893, to create a valid 
pledge of goods. 

The general rule of the common law is that ‘‘ no one can transfer a better 
title than he himself possesses”. To this rule there is an ancient exception of 
sales in “‘ market overt ’’, i.e., in an open market or fair having that privileg 
by custom ; and an owner of goods may, of course, expressly authorize another 

rson to act as his agent to sell or pledge the goods, or he may so act as to 
clothe the seller or pledgor with the apparent authority to sell or pledge m 
his behalf, and may therefore be precluded from denying such authority, « 
against a person who has acted in good faith in reliance upon it. 

The Factors Act goes further than this by enacting that where a “ mer- ' 
cantile agent ’’ is, with the consent of the owner, in possession of goods, or o/ 
the documents of title to goods, any sale, pledge or other disposition of the | 
goods, made by him when acting in the ordinary course of business of a mer- 
cantile agent, is to be as valid as if he were expressly authorized by the owne | 
to make it, provided that the person taking under the disposition acts in good | 
faith, and has no notice of the agent’s lack of authority. 

The term “ mercantile agent ” is defined by the Act to mean “ a mercantil | 
agent having in the customary course of his business as such agent authority 
either to sell goods, or to consign goods for the purpose of sale, or to buy goods 
or to raise money on the security of goods ”’. 

In Lloyds Bank v. Bank of America (1938) a pledgor of documents to whom 
the documents had been surrendered by the pledgee against a “ trust letter’ 
for the purpose of realization of the goods was held to be in the position of a mer- 
cantile agent in possession of the documents with the consent of the owner (th 
pledgee) ; and consequently a fraudulent pledge by him in favour of a third 
party, who took without notice of the original pledge, was held to be as valid# 
if expressly authorized by the original pledgee. 

The consent of the owner to the possession of the goods by the mercantik | 
agent is presumed in the absence of evidence to the contrary, and moreover’ 
presumed to continue, notwithstanding its revocation by the owner, s0 lon | 
as the mercantile agent remains in possession, in favour of a person acting” 
good faith and without notice of the revocation. 


It remains to consider the | 
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If a mercantile agent pledges goods as security for an already existing debt 
or liability owing by him to the pledgee, the latter acquires no further right 
to the goods than could have been enforced by the pledgor at the time of the 
pledge. This is a serious limitation of the powers of a mercantile agent. 

It is interesting to note that the definition in the Factors Act of ‘‘ documents 
of title to goods’’, for the purposes of the Act, expressly includes, not only 
transferable bills of lading and delivery orders, but also non-transferable 
warehouse-keepers’ certificates, which, as we have seen above, could not be 
the subjects of a valid pledge by the owner, unless followed by the warehouse- 
keeper’s attornment to the pledgee. It appears that in this respect a mercantile 
agent has a wider power of disposition than the owner himself. 

Another case in which a person who is not the owner of goods may validly 
sell or pledge them is that of a person who having sold goods continues, or 
is, in possession of them or of the documents of title representing them. In 
such circumstances Section 8 of the Factors Act and Section 25 (1) of the Sale 
of Goods Act both provide that a delivery or transfer of the goods or documents 
under any sale or pledge to any person taking in good faith and without notice 
of the previous sale is to have the same effect as if expressly authorized by the 
owner. 

This provision is of interest to bankers to whom a pledge of documents 
relating to imported goods is offered as security for an advance against them 
while they are still at sea, though they may have already been sold before 
arrival. 

It should be noted that, on the occasion of a second sale or pledge, there 
must be an actual delivery of the goods or a transfer of the documents. In 
Nicholson v. Harper (1895) warehoused goods, which had already been sold, 
were pledged by the seller in favour of the warehouseman by a memorandum 
of charge. It was held that as there has been no delivery or transfer the pledge 
was not protected by the Acts. 


PLEDGE BY BUYER 


A third case, under Section 9 of the Factors Act and Section 25 (2) of the 
Sale of Goods Act, is that of a person who, having bought or agreed to buy 
goods, obtains, with the consent of the seller, possession of the goods or docu- 
ments. The Acts provide that the delivery or transfer of the goods or 
documents by such a person under any sale or pledge to any person receiving 
them in good faith and without notice of any lien or right of the original seller 
is to have the same effect as if the person making the delivery or transfer 
were a mercantile agent in possession of the goods or documents with the 
consent of the owner. 

The wider definition of ‘‘ documents ” contained in the Factors Act, and 
referred to above, therefore applies to a pledge or other disposition by a buyer, 
and a transfer of any such document has the same effect of defeating the unpaid 
seller’s right of “ stoppage in transitu”’, that is, of stopping and reclaiming 
the goods in the event of the buyer’s becoming insolvent while the goods are 
in transit, that the transfer of a bill of lading has at common law and under 
the Bills of Lading Act, 1855. 

The buyer must have bought or agreed to buy the goods ; a mere option 
to purchase, as under most modern forms of hire-purchase agreement, is not 
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sufficient ; but an agreement to buy will suffice, even though subject to a 
condition which ultimately is not fulfilled : Morton v. Whale (1917). 

However fraudulently the buyer may have acted in obtaining possession 
of the goods or documents from the unpaid seller, unless perhaps he has been 
guilty of “ larceny by a trick”’, a disposition by him will nevertheless be 
effective under the Acts. In Cahn v. Pockett’s Bristol Channel Co. (1899) the 
seller of the goods sent the bill of lading to the buyer together with a bill of 
exchange for acceptance. This the buyer did not accept, but he kept the bill 
of lading, and transferred it to a purchaser from himself, who paid the price 
to him in good faith. It was held that the transfer defeated the right of the 
unpaid original seller to stop the goods in transitu. 

It should be noted that a pledge of documents by a buyer will not be 
effective until the goods are “ ascertained’, so that the property in them 
passes to him, whether before or after the pledge. In Wait & James v. Midland 
Bank (1926) the plaintiffs sold part of the wheat warehoused in their name to 
R, who did not separate it from the rest, but pledged it to the Bank. R became 
insolvent, and the plaintiffs instructed the warehousemen not to deliver. They 
then sold at different times all their other wheat in the warehouse, leaving 
only the part sold to R. It was held that that part then became, by process of 
exhaustion, ‘‘ ascertained goods’, the property passed to R, and his pledge 
became effective. 

There is one other case in which a person whose title to goods is defective 
may pass a good title to a buyer of them. Section 23 of the Sale of Goods Act 
provides that when the seller of goods has a voidable title thereto, but his 
title has not been avoided at the time of the sale, the buyer acquires a good 
title to the goods, provided he buys them in good faith and without notice of 
the seller’s defect of title. 

As the late Sir John Paget remarked (Banking, 4th Edition, p. 376): 
‘‘ documents of title to goods are convenient securities for a banker’s advances, 
provided that he is dealing with honest and responsible persons ; but the 
Acts regulating them do not elevate such documents to the position of the 
banker’s ideal security, the fully negotiable instrument, to which he acquires 
an indefeasible title, whatever the customer’s position, whether the customer 
be honest or dishonest, and whether the security be the customer’s own, or 
he has authority to deal with it, or not.” 

Such documents, it may be useful to add, often come into a banker’s hands 
attached to a bill of exchange drawn on the banker in pursuance of a “ letter 
of credit ’’ which he has issued to a customer undertaking to accept drafts 
drawn on him by the latter, if accompanied by documents relating to goods 
of certain specified description. When the drafts are presented, the attached 
documents should conform strictly to the description in the letter of credit. 
If there is any doubt whether they conform or not, and the customer’s instruc- 
tions cannot be obtained, the banker will be justified in refusing to honour 
the drafts: Rayner v. Hambros Bank (1943). 


The foregoing remarks are subject to correction in respect of any Defence | 


Regulations and Government Controls now in operation restricting exports 
and imports of goods and remittances of money to other countries, and also, 
like all other securities at the present time, to the effect of the Courts (Emer 


gency Powers) Act, 1943, in prohibiting realization withoutthe leave of the Cour. : 
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Revival of the Acceptance Credit 
By David Sachs 


NE of the most interesting phenomena of the post-war London money 
Quai has been the revival of the acceptance credit asa method of 

providing short-term finance, both at home and abroad. Before 1931 
acceptance credits were relatively little used in domestic finance, while the 
volume of international acceptances fell steadily throughout the nineteen- 
thirties. This latter movement reflected the general decline in international 
commerce and in particular the dwindling importance in world trade of 
Germany, the largest of all users of the London short-term credit market. 
But though the volume of acceptances was falling before 1939, there was no 
reason to suppose that the London acceptance credit had not a long life before 
it. Sterling was, after all, one of the world’s freest and most stable currencies 
and therefore eminently suitable as a medium for conducting international 
trade. Moreover, short-term credit facilities available in London were still 
without rival, for nowhere else in the world was it possible to arrange finance 
so rapidly and so cheaply for the movement of the world’s goods. These 
facilities owed their existence to three distinct mechanisms: the merchant 
bankers who granted the credits and who had unique experience and knowledge 
of the personalities and standing of the parties engaged in international trade ; 
the size and liquidity of the London money market ; and the discount houses, 
which had developed a great skill in borrowing any idle cash in the monetary 
system and utilized it partly—and, originally, mainly—in the purchase (or 
discounting) of the bills accepted by the banks. 

That was the picture up to 1939. How does it look now? The first great 
change is, to state the obvious, in the position of sterling itself. It is certainly 
not now one of the world’s strongest currencies and the maintenance of its 
value still rests upon a vast apparatus of exchange control. The existence of 
such a control may produce upon the outside world two entirely different 
impressions. The first is that exchange control itself is the most overt symptom 
of the inherent weakness of sterling. The second is that as all foreign exchange 
commitments must receive the approval of the central authorities, there need 
be no reluctance on the part of a foreigner to rely upon a sterling acceptance 
as a satisfactory means of assuring him payment for his goods in a worthwhile 
currency. During the immediate post-war period, the use of the acceptance 
credit. was subjected to great restrictions and the volume of credits granted 
was necessarily very small. There were two reasons for this. First, a foreigner 
naturally did not regard sterling as the most suitable currency, from the point 
of view of stability and freedom, in which to carry out an international transac- 
tion involving, say, an Argentine seller and a Belgian buyer. The Argentine 
seller preferred to invoice his goods and receive payment in U.S. dollars since 
that was a currency which he knew he could touch without the complications 
of exchange control and in whose stability he had the most confidence. Secondly, 
the operation of the British exchange control was designed to prevent the 
granting of sterling acceptance credits to cover movements of goods which 
would lead the United Kingdom to incur a liability to a hard currency country 
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such as Argentina while receiving in exchange only a credit from a soft currency 
country such as Belgium. The mechanics of such a transaction would have 
been that bills drawn by the Argentine seller would have been accepted by a 
London merchant bank and discounted with a discount house. The proceeds 
of the discounted bill would have been placed to the credit of an Argentine 
account and would thus have swollen Argentine claims on this country. In 
due course when the credit-taker came to put the merchant bank in funds to 
meet the bill on maturity, the sterling would have been provided out of a 
Belgian sterling account. The Belgian sterling account would previously 
have had to be fed by a purchase of sterling on the part of the Belgian authon- 
ties against a credit in the Bank of England’s account with the Belgian 
Central Bank. 

Given this situation and this type of control, there were inevitably some who, 
during and after the war, felt that policy should be shaped to prevent the 
London acceptance credit from becoming again a significant part of the 
machinery of financing international trade. The prophets of doom had on 
their side the grave deterioration in the position of sterling as an international 
currency and the inevitable prohibitions on its use resulting from the operation 
of exchange control. Yet, in fact, despite all the gloomy forecasts, since 
1945, the sterling acceptance credit has been revived on a fairly large scale 
not only in international trade but, more significantly, in domestic U.K. trade. 
The explanation of this unexpected development is principally associated with 
the survival and activities of the merchant bankers whose demise has been 
just as regularly and as falsely prophesied as that of the acceptance credit. 
The merchant banks, it should be emphasized, are perhaps the oldest element 
in the City of London. Undoubtedly they owe their survival to their great 
powers of flexibility and enterprise. Although they are without the vast 
resources of the clearing banks or the insurance companies, they are, unlike 
those institutions, masters of their own fate so long, at least, as they enjoy the 
goodwill of the Bank of England. Allied to their reputation for financial 
integrity and acumen, they have an unmatched knowledge and experience of 
working out solutions of intractable financial problems. In many countries 
the purchases and sales of raw materials are now effected through the inter- 
mediary of Government departments or special agencies. The private mer- 
chant who formerly specialized in this type of business has been largely super- 
seded. The export of manufactured goods is likewise subject to stringent 
controls designed to ensure that the exporting country receives the foreign 
exchange to which it is entitled. In these conditions of control, supervision 
and regulation, the scope for the merchant banker and the acceptance credit 
might seem very narrow. Yet it has proved quite the reverse. The acceptance 
credit is, after all, a means of providing the seller of goods with immediate 
payment without the necessity of having to wait until the buyer has processed 
them or sold them. Immediate payment is what all sellers desire, but few 
buyers are able to provide. In today’s circumstances sellers not only prefer 
immediate payment but, more important, payment in a satisfactory currency. 

To some extent the post-war need has been met through the machinery of 
UNRRA, by the provisions of direct inter-Government credits, and by the 
granting of short-term loans by a number of American banking groups. These 
facilities have, however, fallen short of what is necessary, and the opportunity 
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has been seized by the merchant banks to grant large acceptance credits to 
foreign borrowers. Thus, earlier this year, Lazard Brothers & Co. arranged a 
revolving credit of £12} millions to finance French purchases of wool within 
the British Empire, while Hambros Bank gave credit lines amounting to 

1 million each to Czechoslovakia and Austria. These credits attracted 
public attention because of their size and because they were given to Govern- 
ments or Government-sponsored bodies. What is less well known is the wide- 
spread use of the acceptance credit to finance the shipment of raw materials to 
Italy and Czechoslovakia ; arrangements have recently been completed to include 
German factories in a similar scheme. The enlargement of the use of the accept- 
ance credit has, of course, been possible only with the permission of the Bank of 
England, but the terms on which the credits have been granted illustrate how 
useful an instrument the acceptance credit can be for the purpose of increasing 
the foreign exchange resources of this country. Thus the repayment of the 
Czech and French credits is linked with the export of the finished articles to 
hard currency countries. 

The revival of the acceptance credit in U.K. domestic trade is also of 
considerable interest, not only because it may be a reversal of a long term 
secular trend, but also because of the large amounts for which such credits 
have been granted. The most striking development in this sphere has been 
the granting of acceptance credits to the large tobacco companies such as Imperial 
Tobacco Co. (of Great Britain and Ireland) Ltd. and Gallaher Ltd., to finance 
the carrying of tobacco stocks. These companies were not before the war 
large users of credits, as their own financial resources were very great. How- 
ever, the increased cost of the raw material and the enormous duty levied by 
war-time budgets have compelled the tobacco companies to resort to borrowing 
on a large scale. Thus Imperial Tobacco, in its last accounts, showed a bank 
overdraft of over £26 millions, {10 millions in 3 per cent. 10-year notes and 
acceptance credits for {10 millions. Gallaher disclosed a liability under an 
acceptance credit of over £1,300,000. These credits have been granted by 
syndicates of the merchant banks, with the leaders of the syndicate providing 
a substantial part of the finance themselves (some reports put these amounts 
as between {1 million to {2 millions) with the balance spread over the other 
members of the syndicate. As opposed to the bank overdraft, the acceptance 
credit has the great advantage of cheapness. The all-in cost, for example, of 
the tobacco credits, it is said, is less than 2 per cent. per annum. What the 
tobacco companies have to pay for bank overdraft facilities is, of course, not 
divulged, but it cannot be far short of 3 per cent. per annum. In the circum- 
stances it is not at all surprising that the tobacco companies have found such 
credits extremely attractive alternatives to increasing their bank overdraft. 

It is perhaps too early to assume that the domestic bill has recaptured 
something of its nineteenth-century glory. Imperial Tobacco Company has, 
for example, announced that what it really desires is more permanent capital, 
and, sooner or later, it is to be expected that it will be permitted to issue more 
share capital, despite the present differences with the Capital Issues Committee. 
In that event, the tobacco companies will not be such large users of short-term 
credit and the recent boost to the volume of domestic acceptances will have 
been short-lived. In any event, it is probable that acceptance houses them 
selves would not, out of traditional prudence, have been prepared to extend 
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such large facilities in one commodity. Moreover, the authorities may be 
presumed to have their own views on this particular point. Nevertheless, 
short-term credits will probably be increasingly resorted to by industrialists 
who find their applications for permission to issue fresh capital turned down, 
for whatever the reason, by the Capital Issues Committee. Whether the merchant 
banks will, in these circumstances, be prepared to grant acceptance facilities 
to meet such cases is another matter. Traditionally, the acceptance credit is 
granted to finance the movement of goods over a period covering purchase 
of the raw materials until the processing and disposal of the finished articles. 
The cardinal principle to which the merchant banks adhere, or endeavour to 
adhere, is that the goods being financed are pledged in some way as an under- 
lying security. In the case of the tobacco companies, however, it is understood 
that the tobacco was not specifically pledged. The merchant banks would be 
loth indeed to generalize this exception and to expand their acceptance credits 
at the expense of jettisoning a principle which has stood them in such good 
stead over such a long period. The conclusion may therefore be drawn that, 
although the acceptance credit may have received a certain measure of 
deserved publicity among U.K. manufacturers and merchants, it cannot be 
looked upon as an alternative to the use of permanent capital. Indeed, in 
this respect, credit obtained by means of discounting acceptances is on all 
fours with that provided by a direct bank advance. Unless associated with 
the movement or processing of goods (when the transaction can be both 
rapidly self-liquidating and specifically secured), the proper function of floating 
credit, however provided, should be to finance seasonal—or, conceivably, 
cyclical—peak demands. It will usually be uneconomic for a business to 
relate its permanent capital to the maximum demands foreseeable at any 
time. Hence it is reasonable for the banking system to assist in the financing 
of peak stocks provided—as is usually the case—their very abnormality 
implies an early reduction, thus making the credit in effect self-liquidating ; 
but, strictly, it ought not to be expected to finance normal stocks except for 
short periods. 

In international trade, the revival of the acceptance credit is partly, as it 
were, force of habit. The world has for so long been accustomed to drawing on 
London to finance the movement of raw materials that, once the war was over, 
there was a natural tendency to follow the old practice. That this habit can 
be resumed is of course chiefly attributable to the fact that the users of the 
credits have been buying goods of which the sterling area is the chief supplier, 
e.g., wool and certain base metals. These are goods which are invoiced in 
sterling, so that no question of the seller’s requiring any other currency can 
arise. What is still uncertain is the future réle of the acceptance credit in 
transactions between countries outside the sterling area where the goods may 
not be invoiced in sterling. In such transactions, will sterling be equally 
acceptable to the sellers ? Can Britain afford to part with a hard currency and 
receive one that is soft? The answer to the first question depends upon the 
success or failure of the efforts to solve our balance of payments difficulties so 
that the free convertibility of sterling is again looked upon as a matter of course. 
The answer to the second question cannot be given until the chances of a 
restoration of a sound currency system in Europe can be better assessed. If 
such a restoration can be achieved, so that the soft currencies become freely 
convertible, the acceptance credit may look forward toa further long span of life. 
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Legal Aspects of Foreign Banking 
By F. R. Ryder 


ANKERS, no less than other business men, are inclined to regard the law 

as a hindrance to the smooth flow of trade. This feeling of irritation prob- 

ably arises fundamentally from the inference that any legal requirement or 
precaution implies doubts about good faith or financial stability. It is true that 
in commerce the principal advantage of legal knowledge is the measurement of 
the risk involved, and that to obtain a complete picture, the most remote cir- 
cumstances are envisaged. Hence a legal opinion upon any particular proposi- 
tion frequently appears to be destructive—perhaps to an “‘ atomic ’’ degree— 
for the worst has always to be contemplated. Sometimes an alternative pro- 
position, less objectionable from a legal standpoint, can be framed by the joint 
effort of the banker and his legal adviser, but in many instances, if business is 
to be transacted at all, practical considerations demand that a policy of “ full 
legal protection ” be tempered with trust. The banker does then know, how- 
ever, the extent to which, if his trust should be misplaced, he is likely to be 
involved in loss. 

True as the foregoing remarks may be of banking within the United King- 
dom, they are more vividly delineated in international banking. Whilst speed 
of communication is making the nations of the world daily more interdependent, 
their legal systems still exhibit diversities that have their foundations in an era 
of medieval isolation. However, a problem involving a foreign element is 
concerned not only with the differences in the laws of different countries but 
with problems of jurisdiction and conflict. First, in the courts of which country 
will a particular case be heard ? Secondly, will these courts apply the law of 
their own country or the law of some other country which they consider more 
intimately connected with the particular transaction ? It is thus obvious that 
the legal background of international commercial dealings is more complex 
than that of internal transactions. Moreover, in business with most of the 
Continental countries, there is the additional difficulty that the mode of 
development of the English legal system—based on the binding nature of 
precedent—seems to the foreign party not only strange but unreasonably rigid. 
The decisions, for instance, of the Court of Cassation in France, although of the 
highest respect and persuasive power, are not, strictly speaking, binding upon 
the lowest court in the country. European business men also have the advan- 
tage that the law of one European country, whether it follows the French 
influence or the German, is fairly easily assimilated by a national of any other 
European country. Happily, the historical development of the law merchant 
has provided certain features, such as the Bill of Exchange, common to all 
systems, including the English ; and this has considerably lightened the task of 
the creation of international commercial relations in which the ultimate legal 
repercussions, on the occasion of unforeseen events, are the same in the minds 
of both parties. 

Before turning attention to the implications in practical banking it will be 
helpful to consider briefly the problems that arise from jurisdiction and conflict 
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of laws. For English courts to have jurisdiction, it is primarily necessary for the 
defendant to be served with a writ within the country. Mere presence, however 
temporary, at the time of service is sufficient. In the case of a corporation, it 
will suffice if a letter is addressed to its registered office, or, if the corporation is 
foreign but has a registered address here, to that address. There is also a 
discretionary jurisdiction against an absent defendant in special cases. For 
instance, if the defendant is domiciled here, or if the contract in question is 
governed by English law or was made or has been broken in this country, the 
Court may entertain an action. It is not, however, the limitations of English 
jurisdiction that perturb a banker but the seemingly flimsy pretexts upon which 
jurisdiction is claimed by the courts of foreign countries. The mere possession 
of assets within a country’s territory frequently forms grounds for jurisdiction 
of the foreign court. Hence, from the nature of his business, the international 
banker lays himself open to actions not only in a country directly connected 
with his customer but in some third country not in any way involved in the 
business transacted. For instance, by German law the possession of assets 
within the jurisdiction is alone sufficient for a party to be made a defendant. 
In France the courts always have jurisdiction if the plaintiff is a French 
national. Again, the possession of assets in U.S.A. may give rise to litigation 
against the owner upon matters entirely unconnected with the assets in 
question. It is true that very often the result of the litigation may be the same 
as if the case were heard here, but, if the amounts at stake are substantial, it 
may be wise to take account of the possibility of action in the courts of foreign 
countries. 

The practical burden of these contingencies is considerably alleviated by 
the readiness of most courts to have regard to a stated intention of parties toa 
contract that the law of a particular country shall apply. Herein is the justifi- 
cation for the insertion in a contract, perhaps involving a foreign national or a 
foreign security, of a clause providing that the contract shall be governed by the 
laws of England. It may be true that an English court would, without doubt, 
apply English law to a particular transaction, e.g., the mortgaging of shares for 
the security of a foreign national’s banking account with an English bank, but 
only a specific stipulation will ensure that a foreign court does likewise. For- 
tunately, as a general rule, the courts of this country automatically apply 
English law to a question concerning the operation of a banking account in 
England, irrespective of the nationality or domicile of the customer. Moreover, 
many foreign courts—e.g., Danish—will similarly apply English law in deter- 
mining an issue regarding the operation of an English banking account. From 
this fleeting glance at the question of conflict of laws, it will be apparent that 
the rules upon the subject applied by the particular court before which a case is 
likely to be heard are material to the legal position underlying any inter- 
national commercial transaction. Usually an English banker will have to 
consider the rules of an English court, and for this reason most of the comments 
that follow on particular problems that may at present concern an English 
bank engaged in foreign business will relate to those rules that are part of the 
law of England. Nevertheless, the possibility of the outstretched arm of some 
foreign jurisdiction commanding a hearing, with the accompanying application 
of that country’s rules for the determination of what national law shall be 
applied, is never absent. 








aa Gy be Oe at ath bet A at 2h ot OCMC lCUlC KA UC lhe Ce 





r the 
ever 
n, it 
ON is 
SO a 
For 
yn is 
, the 
lish 
hich 
sion 
tion 
onal 
cted 
the 
sets 
ant. 
‘nch 
tion 
$ in 


1, it 
sign 


| by 
toa 
tifi- 
or a 
‘the 
abt, 
for 
but 
‘or- 
ply 
t in 
ver, 
ter- 
‘om 
hat 
e is 
ter- 

to 
nts 
ish 
the 
me 
ion 


LEGAL ASPECTS OF FOREIGN BANKING 47 








The particular problems of foreign banking, to which attention will now be 
directed, cannot be discussed in detail here ; indeed, comment must be in the 
nature of a warning rather than a guide. In business, blissful ignorance, even 
of law, is a contradiction in terms, and although the small amount of sums 
involved or the integrity of the parties will often be sufficient to put the banker’s 
mind at ease, the knowledge of danger may, on the few other occasions, avoid 
serious loss. 

Perhaps most prominent in the routine of a foreign banker—as with his 
local branch counterpart—is the signature book. In many cases a customer will 
have delegated the operation of an account to a third party. The resultant 
mandate is a term of the banker-customer contract. Although it is true that 
the debt of a banker to his customer upon a current account or the liability of a 
banker to redeliver securities is only suspended by war between their countries 
of residence, it does not follow that the superadded variation of the contractual 
relationship between the parties is also only suspended and not abrogated. It 
is well settled that an agency contract between an enemy and a British national 
is abrogated and not suspended, as are all contracts requiring further acts of 
the parties before completion. 


Hence the customer’s ratification is probably needed for any withdrawal of 
monies or securities and certainly for any direction to sell securities by a third 
party acting under a pre-war authority from an enemy. It is also clear that any 
power of attorney given by an enemy to a British national is abrogated and 
cannot be revived, although the position is probably different where the power 
has been granted by one enemy to another or by an enemy to a neutral (or 
vice versa). From the doubts summarized in these comments there emerges the 
practical value of ratification of pre-war authorities for third party operations 
upon the accounts and assets of former enemies. 


Allied to this subject is the authority required from a foreign corporation. 
[ts capacity to contract must be valid by the laws both of this country and of 
the country in which it is incorporated. So far as assets or credit balances in 
England are concerned, the possession of those assets or cash is (even in the 
absence of authority of the individual purporting to deal with them on behalf of 
a foreign corporation) frequently sufficient to bind the corporation to the acts 
of the individual, on the principle of “ holding out’. The foreign corporation 
has put the individual in possession of funds, for instance, and an account is 
opened. In such circumstances the corporation would have great difficulty in 
denying in English courts that the individual had no authority to withdraw the 
funds in question. Where, however, an individual wishes to borrow, or to bind 
the foreign corporation under some obligation, the position is different. Clearly 
the capacity of the foreign corporation, the authority of its agent in this 
country and the continual existence of the corporation must be established. 
For instance, an agent of a European company may have power to bind only 
the English assets. This is often the case and is a source of some danger ; 
the remedy lies in authority from the directorate of the company to bind 
its assets universally. In future, when the Exchange Control Act, 1947, comes 
into force, bankers will have to consider very carefully the question of foreign 
control of a company wherever incorporated. This is provided by Section 30 (3) 
of the Act which requires Treasury permission for any borrowing when the 
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company is controlled from outside the “ scheduled territories ” (roughly the 
present sterling area). There is fortunately a saving to absolve persons lending 
without permission if there were no circumstances to put them on enquiry— 
though this provides yet another article in the lengthening self-catechism of 
bankers. 

A continually recurring problem for bankers with foreign customers arises 
from questions of succession. The simplest case is where the customer dies. 
The title of the foreign executor or administrator is submitted, the bank asked 
to pay over the balance of the account and to deliver any securities. Here the 
procedure is clear, for Probate or Letters of Administration must be taken out 
in England. Only by this course can a banker be sued in an English court and 
only by this means can he get a proper discharge. This, however, usually 
presents. no difficulty, and generally speaking, it is not costly, for although a 
non-contentious probate application of the foreign representative is granted 
discretionarily, in practice it follows as a matter of course. Where a banker is 
asked to transfer upon other grounds to a new account-holder the position is 
not so clear. In the case of lunacy, for instance, the banker must recognize 
a foreign curator if the patient is in fact “ domiciled ”’ in the country where 
the appointment has been made, but if the patient is merely resident in the 
country and had not when compos mentis intended to make the country his 
permanent home, the foreign curator has no legal title here. This situation 
obviously creates a difficulty, inasmuch as the banker is forced to make some 
decision as to the patient’s domicile. If he refuses to recognize the foreign 
curator he may be mulcted for the costs of a court application if the patient is 
deemed domiciled in the country under whose jurisdiction the curator holds 
office. On the other hand, if he recognizes the foreign curator and the patient 
is found to have been only resident in that country, it is possible that a duly 
appointed English receiver may successfully bring an action for conversion 
against the banker in respect of the assets delivered. A further problem presents 
itself when evidence of a foreign judgment is submitted in support of a claim ; 
for the person claiming under the foreign decree usually seeks to avoid the 
sometimes costly procedure of obtaining formal recognition. Here again the 
banker moves at his peril. For instance, a confiscatory decree—even, say, 
against a French collaborateur—will not be recognized on account of its penal 
nature any more than will a decree as to the payment of a foreign revenue due. 
Judgments of many countries within the Empire may, however, be registered 
by a relatively simple process, as now may those of French and Belgian courts. 
This endows them with the same force as an English judgment and is all that 
the banker requires, for if they contravene the general principles of the law of 
recognition of foreign judgments they will not be registered. Except in this 
case, judicial recognition should be obtained. 

This recognition of foreign judgments might, if extended, lead to a 
greater international legal uniformity, for a little reflection shows that the 
concept of res judicata—the finality of aa ultimate decision—is the keystone of 
any legal system. At present various countries require different conditions to 
be established before a foreign judgment will be recognized. French courts 
even reserve the right to re-examine the judgment of the foreign court both in 
respect of fact and law. Even English courts, however, consider certain 
limited aspects before they will permit an action to be established upon the 
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strength of a foreign judgment. In the first place, the judgment must be that 
of a foreign court of law and, except in special cases covered by treaty, not that 
of a foreign arbitral tribunal to which the litigants have by consent submitt: 
their difference. Secondly, the foreign court must, in the eyes of English law 
upon the subject, be one of competent jurisdiction ; the litigant must have 
received notice of the proceedings and, generally speaking, have either sul 
mitted to the jurisdiction, or been resident or had property there. Finally, the 
iudgment must not be still open to appeal in the foreign courts and must not be 
based on fraud or contrary to English public policy or to our conception of 
“minimum ”’ or “‘ natural’ justice. Unfortunately, it will thus be apparent 
that, although the recognition and enforcement internationally of judgments is 
f assistance in particular instances in facilitating the settlement of commercial 
claims, this procedure is effective so sporadically that we are very remote from 
a ‘‘system”’ that will integrate the legal implications of international com- 
mercial disputes. 

Allied to this subject are questions of international bankruptcy jurisdiction. 
English courts, unlike American, recognize a foreign bankruptcy decree as the 
source of a valid assignment of an asset in this country, in face of a subsequent 
garnishee order obtained before the foreign curator can claim. In other countries 
this doctrine of equality of treatment of external claimants has no application 
and there is a tendency towards a “ race of diligence ”’ with creditors seeking 
speedy seizure of assets—a system that inevitably enures for the benefit of 
the resident creditors. As a result an English banker, if he is a creditor in a 
foreign bankruptcy, is at a disadvantage. This amounts to a material sacrifice 
in the interests of the comity of nations, presumably in the hope of the eventual 
universal adoption of the English system as fundamentally the more equitable. 

The continuance of currency restrictions for an apparently indefinite 
period makes the intricate law on this subject of increasing importance. In 
relation to bills of exchange the law of this country—and of most others—is 
tolerably clear, but the interpretation of other contracts is conjectural. As in 
all legal propositions the predominant quality in any reference to currency 
should be certainty. Let nothing be left deliberately to implication. For 
instance, prima facie, the place of payment determines the currency in which 
payment is to be made. It is true that an English court will give judgment only 
for payment to be made in sterling. But this in no way detracts from the desira- 
bility of inserting in any agreement for the payment of money, or in a guarantee, 
a clause that payment is to be made in sterling in London. In addition to the 
precision implicit in the phrase there is the further advantage that attention of 
the currency control authorities in the country of the person undertaking the 
payment will clearly be drawn to the nature of the transaction. If and when 
the actual payment is called for, there is less likelihood of permission being 
refused upon the grounds that the undertaking is not within a category of 
transactions in which it was previously regarded. In such event the highest 
integrity and goodwill of the foreign customer can be of no assistance. If it isa 
commercial necessity that payment should be made in a foreign currency then 
again exactitude should be sought. The place of payment, the nature of the 
currency, and the exclusion of any option, should be made clear. If an option 
has to be inserted then the rate of exchange and the existence of the option 
should be established beyond all doubt. 
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The subjects mentioned above have all related to rights arising from 
agreements between persons. A trend however that appears likely to haye 
major sig as ince is the growth of international treaties. History is, of course 
full of treaties that follow wars and it is true that these have affected and yi] 
itfect the Tights of individuals. For instance, the draft treaties with Italy ang 
ltumania make provision for the settlement of pre-war contractual claims of 

respective nationals, although upon a much more elastic basis than the 
peace treaties of the 1914-18 war. In recent years, however, many treaties have 
prung from pure ‘ly economic causes. Directly or indirectly, most countries 
ire seeking to plan or guide both the destination and type of their exports and 

ports by international agreement and often by commercial treaty or con- 
ntion. Here we are in the sphere of public international law—the agreement 


t 
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between state and state and construed as such. Provisions of national law 
‘e no answer to a claim for breach. The terminology—for example, the mean- 
ig of the word enemy—differs according to whether an agreement is deter- 
nined, for instance, by English courts or according to the rules of public 
ernational law. Whether a treaty is purely financial (e.g. the International 
Monetary Fund Agreement) or specifically commercial, it will have significance 
for the banker ; for, although a treaty (other than a peace treaty) is not auto- 
.atic illy incorporated in the law of England, of constitutional necessity its 
provisions must be enacted. Moreover, there is a likelihood of enactment by 
reference, thus calling for interpretation of the treaty from its original form. 
{t is also possible that a further problem of interest to bankers may be solved 
by treaty. At present the position in international law if a government expro- 
iates without adequate compensation assets belonging to nationals of other 
countries is an open subject. As the rights in such a contingency go to the very 
root of private international investment, and as there is a growing tendency for 
governments, for political or administrative reasons, to take over undertakings 
ithin their territory, a solution of this problem is a necessity if a grave source 
of international irritation is to be removed. The solution is more likely to be 
achieved by treaty than by any other means. It thus seems that international 
inkers may have to give attention in future to public international law—a 
somewhat indefinite subject which they have hitherto regarded with only 
academic interest, if at all. 

This article has sought simply to draw attention to the major problems, the 
details of which would suffice to fill volumes. If at present it should seem that 
law on foreign banking is of even less practical account than before—perhaps by 
reason of its imponderability—it is well to remember that at preset 
international trade is being conducted in a phase of sellers’ markets with buyer 
far more anxious to adopt a contract than to repudiate. When, however 
the pressure of excess demand eases and prices resume more normal fluctuations 
the attitude will be different. Legal reasons will be sought and found upo 
which to avoid unattractive propositions ; and in the legal, as in the economic 
sphere, one repudiation brings others in its train. Therein lies the reason whi 
practical bankers, even amid their many other preoccupations, should not 
neglect the legal aspects of their foreign business—though always relating 
these aspects to the practical needs of business and conside ring them in the 
light of such factors as the financial standing and commercial integrity of th 


foreign parties with whom they are dealing. 
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International Banking Review- 


Australia 

HE Parliamentary Labour Party has endorsed the Cabinet’s decision to 
[ intity the Bretton Woods Agreements and a Bill has been introduced 

into Parliament accordingly. The Prime Minister has announced that 
application will now be made to the International Monetary Fund and the 
World Bank for membership provided that Australia can be admitted on the 
same terms as original members. By delaying acceptance beyond the close of 
1946, the Commonwealth is technically not entitled to these terms. The 
Commonwealth decision is more fully discussed in “A Banker’s Diary ’’, 
on page 6. 

Mr. Chifley has also announced that Australia will continue petrol rationing. 
He explained that, as a partner in the sterling area, Australia had a duty to 
conserve dollars. 

The Governor of the Commonwealth Bank of Australia has revealed that 
the Government is attempting to build up the Commonwealth gold reserve to 
the pre-1930 level of {40-50 millions to meet any future slump, although he 
explained that, with a policy of full employment, fears of a slump no longer 
overshadow the community. 


China 


The resignation of the Prime Minister as a sequel to the economic crisis 
has been followed by that of the Governor of the Central Bank of China. 

Following the ban on transactions in gold and silver, a number of native 
banks in Shangh: ti have been transformed into stock and share firms. Native 
banks, numbering over 200, are making representations to the Ministry of 
Finance, the Central Bank of China and the Social Affairs Bureau for permission 
to accept deposits and make loans. They are at present faced with suspension 
of business. 


France 


The second 5 per cent. cut in French prices provided for by the Blum 
deflation plan was put into force at the close of February. The latest order 
does not apply to wheat, iron and steel and certain alloys and a short list of 
other products. The exemptions granted to wheat and steel products were 
decided upon because both are subsidized and price cuts would have imposed 
a heavy burden upon the Treasury. 

The Government has agreed to the payment of allowances to the lowest 
paid wage-earners to raise total gross earnings to Frs. 7,000 per month on a 
48-hour week basis. It is expected that the necessary finance will be drawn 
from a central fund to which all employers will compulsorily contribute 1 per 
cent. of their wage bills. 

Foreign credit facilities are now stated to be nearing exhaustion. France’s 
engagements in the United States already exceed by $180 millions her U.S 








* Other international banking news will be found in ‘‘ A Banker’s Diary ’’, on pages 1-6. 
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credits, so that if the $500 millions loan for which application has been made 
to the World Bank is not granted, the dollar problem will be serious. 

The trade discussions in London left a number of questions unanswered, 
particularly regarding the quotas to be fixed for the export of non-essential 
articles to Britain. The amount involved, at £5 millions or a little more, fell 
considerably below French hopes, but decisions about a number of classes of 
imports have yet to be made. Both sides desire an increase in tourist traffic 
but no agreement designed to bring this about is in sight. 


Holland 


A trade agreement has been concluded with the United Kingdom under 
which Holland will later this year ship to Britain the relatively small surpluses 
of cheese, condensed milk, bacon and eggs which she is expected to have 
available. In view of uncertainty about the feeding-stuffs situation, it is 
thought that no useful purpose would be served in concluding arrangements 
for 1948 and 1949 at this stage, but a further meeting for this purpose is to 
take place in September this year. 

It is hoped that Dutch exports to Britain will reach £21 millions in 1947, 
compared with only £8 millions in 1946. Dutch imports from Britain are 
expected to aggregate {28 millions, which is a little below the total for last year. 

Rumours are current in Amsterdam that arrangements are being made to 
issue a $25 million loan in New York on a yield basis of 3? per cent. 


India 


The Indian Budget proposals for 1947-48 provided for a 25 per cent. tax on 
business profits exceeding £7,500. All capital gains are to be subject to income- 
tax and super-tax. The Corporation tax is doubled and the tea export duty 
raised from 2 to 4 annas per lb. On the other hand, the salt tax is abolished. 
The Finance Member stated that the increase in the tea duty is a temporary 
measure, and if a curtailment of tea exports is threatened the levy will be 
reduced. He also announced that he had come to the conclusion that the 
Keserve Bank should be nationalized and said that he proposed to bring 
forward a measure to control speculation on the Stock markets, commodity 
markets and bullion exchanges. Some modifications of the new business 
taxes have since been announced. A uniform abatement rate of 6 per cent. is 
being accepted instead of 6 and 5 per cent. originally laid down, and the rate of 
tax is being cut from 25 to 16% per cent. 

The need for an early settlement of the sterling balances question with 
Britain and Indian opposition to any move to scale down the total of the 
balances was again stressed in the Budget speech. The Indian attitude towards 
the “‘ dollar pool’ was not made clear, but it appears that, if the sterling 
balances question is settled before the ‘“‘ pool "’ is wound up, India will withdraw 
from the “ pool ’’ at an earlier date. 


Japan 
An official mission is going from London to Tokyo to take charge of trade 
with Japan transacted on Government account on behalf of the United King- 
dom, the colonies and certain other areas. 
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The military exchange rate for the Allied Forces has been raised from 15 
to 50 yen per U.S. dollar. The sterling rate has been adjusted correspondingly 
to 200 yen to the £. 


Nicaragua 
The amount to be deposited in an authorized bank by importers when 
buying goods abroad has been reduced to 60 per cent. of the local currency 
equivalent of the value of the order. The deposit was formerly 80 per cent. 
The modification is expected to ease the restrictive effect which the regulation 
has exercised upon business in the country. 


Norway 


A credit agreement has been signed with the U.S. Export-Import Bank 
for $50 millions. It includes the standard requirement for the transport of 
soods in American vessels; Norwegian objections to this clause caused the 
breakdown of earlier talks. Plans for the placing of a 3} per cent. $10 millions 
loan in the New York market have not yet been put into operation, in the hope 
that market conditions will become more propitious. Domestic loans up to 
Kr. §00 millions are planned by the authorities for the early future. 


Peru 


The administration of exchange control is being reorganized by centralizing 
the regulation of foreign trade and exchange movements in a representative 
advisory council and an executive department of government, functions which 
have hitherto been performed by the Superintendent of Banks. The advisory 
body will prepare a yearly estimate of exchange available, establish the allo- 
cation of supplies between imports and financial services, determine priorities 
for imports and exports, and advise the Government on foreign trade matters 
with a view to obtaining the best use of foreign exchange resources. The 
executive body will put the measures agreed upon into effect, issuing the 
appropriate import and export licences and foreign exchange permits. 

Import licences will normally be issued only to recognized traders, but in 
special circumstances will be granted to official bodies or recognized associa- 
tions and, for limited amounts, to private individuals. 


Poland 


Provision of a new credit of Kr. 100 millions from Sweden is said to be 

included in a new trade agreement which is being arranged with that country. 
Sweden is to step up the export of industrial products to Poland, in exchange 
for which she will receive 3 million tons of coal in the year to March, 1948. 
fhe credit will be granted over a period of several years by Swedish business 
interests ; it will carry a Swedish Government guarantee. 
_ Trade talks have also been in progress in London. On the British side, 
increased imports of Polish timber, bacon, butter and eggs are required. 
Poland is asking for machinery and heavy equipment. The main difficulty is 
that Poland needs credit facilities as it may be some time before exports can 
recover sufficiently to pay for much-needed imports. 
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South Africa 

The Budget proposals provide for the total abolition of Excess Profits Tax, 
the trade profits special levy and the fixed properties profits tax. Transfer 
duties are being reduced, sugar excise withdrawn, while the petrol duty js 
being cut from 8d. to 6d. per gallon. The gold mining industry benefits from 
amendments to the basic tax formula, and the treatment of mines’ capital 
expenditure for amortization purposes is also to be modified in favour of the 
mining companies. 

The Minister of Finance had {18.5 millions available for tax relief, estimated 
expenditure for 1947-48 being {120 millions against an estimated revenue (on 
the basis of existing taxation) of {138.5 millions. The fall in expenditure when 
compared with the current year amounts to £8.3 millions. Defence costs are 
down from {18.4 to £13.5 millions. Food import subsidies will also cost less, 
thanks to better South African crops. 


Switzerland 
The Swiss National Bank has suspended the sale of bar gold to foreign 
buyers other than central banks. It will continue to sell gold to domestic 
buyers. One reason for the change of policy is anxiety to see a reduction in 
discounts at present quoted on sterling, dollar and other notes as against the 
official rates. The Swiss authorities are also anxious not to encourage the 
private hoarding of gold outside Switzerland. 


Uruguay 

A mission is visiting London to discuss trade and financial questions, 
including the disposal of Uruguay’s sterling balances which now aggregate 
some {1g millions, It is hoped that it will be found possible to secure the 
release of a part of the balances to enable Uruguay to redress her large adverse 
balance of trade with Brazil. The Uruguayan delegation is also suggesting 
that part of the sterling should be made available for the purchase of agricul- 
tural and industrial machinery on the Continent. It is not expected to take 
the initiative regarding the purchase by Uruguay of British-owned utilities i 
the country, the total value of which is estimated at between {12 and {13 
millions. Uruguay intends to urge that meat prices be co-ordinated with the 
prices of industrial products imported from Britain. 
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ROYAL EXCHANGE 


Assurance: Incorporated A.D. 1720 


INVITES BANK MANAGERS TO CALL UPON ITS SERVICES 
WHEN INSURANCES CLAIM THEIR ATTENTION 


Special Life Assurance facilities for Bank Staffs 


Head Office at Royal Exchange, London. Branches throughout tha Country 
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Appointments and Seti 


Barclays Bank—-Mr. Walter Osborne Stevenson and Mr. Anthony William Tuke, vice-chairmen, 
have been elected deputy chairmen of the Board of Directors. Mr. F. Seebohm, a local director 
at York local head othce, and Mr. J. Thomson, a local director at Oxford and Reading local head 
offices, have been appointed directors of the bank. 


British Linen Bank—-Pecbles - Owing to the death of Mr. J. R. Smith, joint manager, this 
pranch is now under the charge of Mr. W. T. Blackwood and Mr. A. Fyfe, joint managers. 
Prestwick : A branch will be opened at 114, Main Street, Prestwick, Ayrshire, on April 7. Mr 
R. McNay of Ayr to be manager. Edinburgh, West End: Mr. R. P. Reid, of the inspectors’ 
department, to be assistant manager. Thurso: Mr. A. Meiklejohn, of Cupar branch, to be 
jot manager in association with Mr. D. K. Murray on Mr. D. Barrogill Keith’s resignation. 
Cupar: Mr. W. G. G. Rutherford, of the inspectors’ department, to be joint manager in associa- 
tion with Mr. C. D. Pagan. 


District Bank—-Heaton Chatel : Mr. A. Preston, of Levenshulme, to be manager. Morecambe : 
Mr. F. 0. Ames to be manager. Sole : Mr. T. Y. Dutton, of Stretford, to be manager. Whalley : 
Mr. H. Parkinson to be manager. 


Midland Bank—-London, Overseas Branch : Mr. H. M. Ochsner, deputy assistant manager, to be 
an assistant manager. London, Kingsway: Mr. S. W. P. Boswell, of Queensway, Bayswater, 
to be assistant manager. London, Newington Butts : Mr. W. P. Moore to be manager on retire- 
ment of Mr. C. B. Clayton. London, Queen Victoria Street: Mr. C. D. Lawrence, of Southwark, 
to be manager in succession to the late Mr. T. G. Kingsmill. London, St. John’s Wood: Mr. 
M. E. Hopkinson to be manager on retirement of Mr. A. H. A. Mauchel. Ambleside: Mr. J. 
Sedgwick to be manager of this branch, formerly under the same management as Windermere. 
Beverley : Mr. E. Spencer, of Cleckheaton, to be manager on Mr. I. Hutchinson’s retirement. 
Blackburn : Mr. S. Chipperfield, of Oldham, to be manager on retirement of Mr. W. W. Gregson. 
Hounslow : Mr. C. Basing, of Regina Road, Southall, to be manager. Liverpool, Commutation 
Row: Mr. W. H. Corradine, of Toxteth, Liverpool, to be manager. Liverpool, Toxteth: Mr. H. 
Kerridge, of Victoria Street, Liverpool, to be manager. Liskeard: Mr. H. G. Cliff, of Salcombe, 
to be manager. Lymington: Mr. E. C. Fordham, of Shanklin, to be manager. Newcastle-on- 
Tyne, Gosforth : Mr. J. Sowerby to be manager of this branch, formerly under the same manage- 
ment as Grey Street. Newcastle-on-Tyne. Porthcawl: Mr. G. J. Jones, of St. Mary Street, 
Cardiff, to be manager in succession to the late Mr. S. S. Stephens. Rochdale: Mr. F. Rothwell, 
of Commutation Row, Liverpool, to be manager on retirement of Mr. W. M. Douglas. Southail, 
Regina Road: Mr. J. Smith to be manager. Stoneleigh : Mr. H. Jennings to be manager of this 
branch, formerly under the same management as Worcester Park. Surbiton: Mr. R. F. Dollard 
to be manager on retirement of Mr. A. R. Fysh. Wembley Park : Mr. L. Gunnell to be manager 
of this branch, formerly under the same management as High Road, Wembley. 


National Bank of Scotland——North Berwick: A branch has been opened at 4, Westgate, 
North Berwick, under the managership of Mr. R. McLennan Hetherington, of Edinburgh, Porto- 
bello branch. Anstruther and Pittenweem branches, Cellardyke and St. Monance sub-offices : 
Owing to the death of Mr. J. C. Masterton, one of the joint managers, these branches will be 
continued under the charge of Mr. H. Worling and Mr. H. C. Mackintosh, joint managers. 

North of Scotland Bank—-Chief London Office: Mr. J. Y. Minty to be manager on Mr. J. G. 
Blackhall’s retirement. Mr. J. W. Ollason, of Head Office, to be assistant manager. Londow, 
West End: Mr. W. R. Robertson, of Bridge of Allan, to be manager on retirement of Mr. W. A. 
Stephen. Bridge of Allan: Mr. D. W. Mitchell to be manager. Tain: Mr. A. S. Fraser, of Por- 
tree, to be manager on Mr. A. W. Tocher’s retirement. Portree : Mr. W. McConnachie to be 
manager. Edinburgh, West End: Mr. R. G. Powrie to be manager. Chief Edinburgh Office : 
Mr. J. W. Mort, of Head Office, to be assistant manager. 

Union Bank of Scotland—Fdinburgh, Havmarket and Gorgic Markets: Mr. M. A. Rogerson 
to be manager in succession to Mr. J. Murray, who becomes assistant manager at Edinburgh 
chief office. 


Yorkshire Penny Bank—Mr. W. O. Stevenson, deputy chairman of Barclays Bank Limited, 
has been appointed a director. 


ENGLISH, SCOTTISH AND AUSTRALIAN BANK 
In a Note in “ A Banker’s Diary ’’ last month on the merger between the Union 
Bank of Australia and the Bank of Australasia it was inadv ertently stated that these 
are the only two Australian trading banks with head offices in London. The English, 


Scottish and Australian Bank Limited, of course, also operates from a London head 
office, as does the National Bank of New Zealand Limited. 
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Banking Statistics 


National Savings 





(£ millions) 
(1) Small Savings 
Savings Savings 

Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total fcates Bonds Banks Total 
(net) (met) (net) Small (net) (net) (net)$ Small 
1943 | .. 70.7 32.8 87.3 190.8 1946 Jan. .. 7.1 20.9 48.9 76.9 
II .. 108.1% 50.1 85.0 243.2 Feb. .. 4.3 19.8 36.9 61.0 
oo ee 47.8 19.2 61.3 128.3 Mar. .. 1.7 23.3 34.9 §7.9 
ae 42.9 18.7 7.1 132.7 ~ ae 1.0 36.3§ 16.3 53.6 

ay .. °. 50. , 
1944 I .. 55.4 20.8 98.0 174.2 heme . < 7 of e Gs 
WY .. «97.5 54-4 92.0 244.5 July .. -1.4 6. Os ma 
= + 2S SS je 5-9 Aug. ..-0.2 4.4 14.9 19:1 
no Se ee Sept... 0.4 3-5 12.6 16.5 
1945 I .. 44.3 19.8 108.7 172.8 Ost. .. 2.8 4.8 17.9 25.5 
— as 28.1 18.1 .§ 287.7 Nov. 3.38 11,0 4-5 19.3 
ae 12.1 30.3 99.7 142.1 Dec. 4.2 2.1 — 10.6 - 4.3 
IV... 39.2 87.2 76.4 202.8 1947 Jam. .. 38.7 10.6 14.4 33.7 
1946 1 .. 13.2 62.0 120.7 195.9 fi Feb. .. te 4-7 15.2 25.5 
ier 1.0 95.9 36.2 133.1 § Totals and apportionment between months 
m«..-—-84 ms 6 65 amended to allow for adjustment in official 
mw 10.8 17.9 11.8 40.5 figures. {Including Release Benefit Accounts, 
(2) Large Savings 

National Interest National Interest 
War Savings free Total War Savings free Total 
Bonds Bonds Loans Large Bonds Bonds Loans Large 
1942 I .. 203.8 223.7 3.9 431.4 1045 Sows 4 26.9 13 oa 
i. @S8 26.90 *t.G 596:6 HE... 26.5 SE% -5  108.0+ 
IIIT .. 140.4 105.8 1.8 248.0 III .. 188.1 207.8 -6 396.5 
Vv 4. 363.0 77:6 2.5 293.2 a «. S62.0 s8.5 -3 783.4 
1940 BR «a a 2.8 sj 3-5 
- 288.0 — 287.9 
3943 +I .. 178.7 #+178.4 2.4 359.5 129.9 — 129.9° 
ce SOF «8298.3 2.1 364.9 | ae 152.3 — 892.3 

Pa ss 395.3 88.4 1.4 249.1 alle ‘ 

Vv 4. 290.6  G.6 3.2 200.4 24%, TREASURY STOCK§ 
Total 
Te a a > Pe a 7 1946 Nov. .. 108.15 108.15 
I] .. 224.0 158.9 3.2 386.1 pee. .. ai 44.10 152.25 
ie 04.3 71.2 -9 166.4 1947 Jan... 58 25.60 177.35 
IV 142.2 68.3 «§. Bt.ef Feb. .. ee 0,10 179-95 


+ Excluding Exchequer Bonds: 1944 1V, £37.3 mns.; 10451, £165.2 mns.; 1945 II, {124.4 mm. 
* Savings Bond Tap suspended July 9, 1946. }~ 24% Treasury Stock. § Tap suspended Jaauary 





11, 1947. 
Floating Debt 

March 23, Feb. 22, Marchi, March 8, March 15, March 22, 
1946 1947 1947 1947 1947 1947 
Ways & Means Advances : £{m. {m. £m. £m. {m, {m. 
Bank of England ° 18.8 15 .0 — 2.3 
Public Departments. . 445-7 440.5 530.3 583.7 582.2 582.' 

Treasury Bills : 

Tender ae .. 1720.0 2165.0 2175.0 2185.0 2185.0 2185.0 
ar a .. 2605.1 2506.6 2565.5 2609.7 2628.5 2690.9 
Treasury deposit receipts.. 1560.5 1508.0 1473-5 1443.5 1435.0 1434.9 


—_—— 
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“A knowledgeable 


young man” 


THE young man with his career in front of him can 
be assured that there are great contributions he can make 
in the financial and economic field, provided he is 
properly equipped. 

His prime needs are knowledge of affairs as they 
develop and experience in dealing with them. Experience 
comes with the years and knowledge can be acquired 
day by day if he will read regularly the specialised news 
and comment in THE FINANCIAL TIMES. He should not 
take a chance on seeing the office copy. He wants his 
own private copy every morning, and now he can get it 
by ordering from his newsagent. A day missed is a step 


missed in building a business career. 


FINANCIAL TIMES 


Incorporating THE FINANCIAL NEWS 


Nothing else will do 
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Treasury Deposit Receipts 
Including 
prior Outstanding 
Raised Redecrned Encashmentst (end of period} 
Monthly® : {m. {m. {m. £m. 
1945 Aug ae ‘td v 290.0 237.0 24.5 2185.58 
Dec. i - ae 320.5 527.0 69.5 1636.5 
1946 Jan. 26.. so . 139.5 177.5 4.5 1598.5 
Feb. 23... ant isa 210.0 2360.5 5.5 1572.0 
March 30... ; ar 455-0 408.0 4. 1559.0 
ens oo ie = 430.0 440.0 6.5 1543.0 
May SS cs wit 4 60.0 19.0 1483.0 
June 30.. ‘e - 190.0 282.5 7 1390.5 
July ye ma ite 225.0 136.0 ; 1479.5 
Aug. a es a Fe 455.0 287.5 = 1647.0 
Sept. j0.. at i 500.0 368.0 . 1779.0 
Oct. 26 .. . ‘ 380.0 416.0 “y 1743.0 
Nov. 30 $5 ae ~ 0.5 “ie 1742.5 
Dec. ee oe ch 131.0 197.0 ; 1676.5 
1947 Jan oe ; oe 194.0 213.0 1657.5 
Feb. $2 .. , a 210.0 359.5 a 1508.0 


* Periods ended on last Saturday in each month, except at final month im each quarter. 
t Figures to May 25, 1946, when last Monthly Debt Return appeared ; since then ao figures 
of pre-encashments have been published. § Peak total 


WEEK-TO-WEEK BORROWING 


Net New Net New 
Week ended Raised Redeemed Borrowing Week ended Raised Redeemed Borrowing 
1946 Dee. 7 +. . ain 
Aug. 24 . 150.0 138.5 1.5 14 ‘ 70.¢ 33.5 ~ 13.5 
oe ee 70.0 80.5 10.5 az.C; 60.0 100.5 — 40.5 
- 1 F i : " 
Sept. 7 .. 160.0 114.5 44-5 3 — oe — 
a BO « 160.0 118.0 42.0 1947 
” 2I . 80.0 16 5 63. 5 Jan | @ es 1904.0 184.0 10,0 
30 es 100.0 1190.0 19.0 18 ..< 5.5 
Oct. 5 .. 160.0 165.5 - 5.5 25 23-5 ~ 23-5 
I2 .. 140.0 138.5 2.4 Feb. 1 24.0 24.0 
BO «. 80.0 a0.5 10.5 : ee 33.5 33.$ 
ae 21.5 21.5 S .. 80.0 140.0 — 60.0 
; SB ss 130.0 162.0 - 323.0 
Nov. 2 3 3 
9 Mar. 1 60.0 94.5 =~ 34.5 
16 “a 8 130.0 160.0 ~ 30.0 
2 an 0.5 0.5 oe 15 ve 150.0 158.5 . 8.5 
30 22 50.0 51.0 1.0 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
{m. {m. fm. £m. fm. £m. 
1937 rv 830.1 823.3 6.8 ngaq | «2 39%..2 1481.1 381.1 
1938 .. 898.1% 872.6 25.5° 1 in — 2 604.7 4 
-* 2 a> at ++ 1523.: 734-9 799.5 
1939 ae nang 927.3 . 27 7 IV .. 1502.0 654.3 847.7 
1940 .- 1809.7 1049.2 700.5 1945 I .. 1609.8 1240.7 362.9 
1941 .. 3867.2 1408.9 2458.3  ..... 36.3 611.0 695.3 
1942 = 796.9 2074.1 2701.6 Til .. 1443.7 759.5 693.2 
: 2 ; : iV .. 3908:2 667.8 718.4 
1943 .. 5623.2 2819.9 2803.3 ; 83 
Ses 1946 I .. 1337.4 1253.5 3.9 
1944 os 5788.4 3038.5 2749-9 ae 902.0 629.0 273.9 
31945 .. 6057.8 3238.1 2819.7 Ill .. 918.3 712.1 206.2 
1946 .- 5474.8 3284.5 2100.3 ae .. 6.1 738.6 122.5 


* Allowing for loan expenditure. 
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THE BANK 
IS INTERESTED 





It is interested in its customers, in 
their affairs and in their business ven- 
tures; it is ready, by direct assistance 
and friendly counsel, to help those 
affairs forward, for it recognises that 
the prosperity of the Bank is to be 
found in the prosperity of its customers. 
It is, therefore, good business to keep 
in touch with your Bank. The Manager 
at any branch of the Westminster Bank 
will be glad to discuss with you any 
problem in which the services of the 


Bank can usefully be employed. 


WESTMINSTER BANK 


LIMITED 
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1938 
1939 
1940 
194! 
1942 
1943 
1944 
1945 
1940 


1944 


1945 


§ Ordinary 





Jan. 
Feb. 
Mar. 


April 


May 
June 
July 
Aug. 


Sept. 


Oct. 
Nov. 
Dec. 


Jan. 


Period Ended : 


29 
26 
31 
29 
27 
30 
29 
26 
30 
28 
25 
31 
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Exchequer Issues and Receipts 
WEEKLY AVERAGES 





Total 
Expendi- Ordinary Deficit 
ture§ Revenue 
£m. £m. fm. 
19.2 17.0 2. 
28.8 .8 10. 
63.9 0 39. 
88.5 a 52. 
102.0 2 52. 
110.7 55- 
114.8 o 53- 
110.4 9 47. 
85.4 9 23. 
112.3 3 I 
122.5 4 24. 
123.5 2 © 53. 
109.0 .6 64. 
109.6 5 59. 
108.7 3 65. 
112.0 .6 54. 
107.5 a 54- 
123.6 5.7 06, 
118.6 am 66 
110.2 7 62. 
116.5 .8 66.7 
112.4 2 - 
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1945 Feb. 


Mar. 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


1946 Jan. 


Feb. 
Mar. 
April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec 


1947 Jan. 


24 
3! 
28 
2 
30 
28 
25 
30 
27 
24 
3f 


o 


teow ie 


Wasa mw 


wwe 
L 


w 


30 
26 
jo 
3! 
25 


Total 
ixpendi- 
ture § 
£m. 
123.4 
133.7 
100.2 
87.5 
112.8 
307.8 
103.8 
116.9 
107.1 
104.5 
107.5 
82.2 
97.9 
126.1 
89.0 
97.5 
77-3 
68.5 
100.9 
73-! 
67.7 
84.8 
77-3 
98.2 


expenditure plus other expenditure (excluding sinking funds but 


expenditure of a capita] nature). 


7 
-_ * 
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Paid 
Raised Off 
fm. £m. 
1943 Jan. 48.7 24. 
Feb. 45.3 70 
Mar. 40.3 “6. 
Apr. 26.3 12.0 
May .. 39.9 16.8 
June... 46.6 13.1 
July .. 47.7 24.4 
Aug. .. 29.7 16,3 
Sept. .. $4.0 23.8 
Oct. .. 45.3 30.3 
NOW... 27.3 15.0 
ec. .. 68.3 11.6 
3044 Jan. 48.4 100.1 
Feb. 51.3 85.9 
Mar. .. 52.3 50.8 
Apr. .. 37.8 18.9 
May .. 31.1 19.8 
June .. 47.8 14.9 
jaly .. 34.4 20.8 
Aug. .. 33.9 23.3 
Sept. .. 63.8 25.8 
Get. «. 26.2 20.9 
NOV... 42.2 19.1 
Dec. .. 63.0 20.4 
1945 Jan. 52 78 


4-2 


wwe 
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Net 
Raised 

£m. 

-9 
5.0 
.8 


Issue* 
493.9 
468. 
443. 
457- 
480. 
514. 
537. 
559. 
582. 
597.! 
O10. 
640. 


594. 
560. 
501. 
580. 
592. 
624. 
638. 
648. 
686. 
695. 


7. 
759. 


733.0 


*i.e. Outstanding at end of month. 
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Tax Certificates 


1945 Feb. 


Mar. 
Apr. 
May 


June .. 


July . 
Aug. 


Sept. .. 


Oct. 


Nov. .. 


Dec. 


1946 Jan. 


Feb. 
Mar. 
Apr. 
May 


June .. 


July 


Aug. xs 
Sept. .. 


Oct. 


Nov. .. 


Dec. 


Paid 

Raised Off 
£m. fm. 
» 32.5 
. ey C.9 
25-3 16.4 
33.1 12.9 
51.3 24.7 
25.3 21.0 
28.0 13.2 
39.7 41.7 
23. 24.0 
31.2 20.5 
34.5 1y.0 
28.5 58.1 
40.8 113.7 
3.4 102.7 
39.7 28.5 
15.4 16.2 
22.8 24.9 
i ae 19.1 
20 18.2 
ai. 20.1 
2. 16.1 
a2. 22.9 
35. 5.0 
20.5 4°.9 
27. 81.7 


eb. 


t Record to date. 











Ordinary Defeit | 


Revenue 
£m. £m. 
110.9 12.5 
75-1 58.6 
50.2 50.0 
39.6 48.2 
50.6 62.3 
61.2 46.5 
49.5 54.3 
59.9 56.9 
52.9 54.2 
49.0 55-5 
50.6 56.9 
99.8 17.6 
114.1 16.4* 
82.9 43.1 
55.2 33.8 
49.1 18.4 
42.7 34.0 
54.9 13.6 
58.4 42.5 
48.7 24.5 
54.8 12.9 
67.2 17.7 
45.0 32.3 
102.1 30.9 
including 
Net 
Raised _Issue* 
£m. {m. 
49-7 683.9 
1.2 682.7 
8.9 691.0 
20.2 711.8 
26.5 738.3 
4-3 742.° 
14.8 757-4 
2.0 755-4 
2.5 Wes 
10.7 765.0 
35-7 800.77 
- 29.6 771.0 
- 72.9 698.0 
50.3 647.9 
11.1 659.0 
0.8 658.2 
2.1 656.1 
4.0 652.1 
2.7 654.8 
1.4 656.2 
3.4 652.8 
0.2 652.0 
30.0 682.0 
26.4 656.2 
54-7 @1-5 
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tivileged . eve 


Since 1834, we have imported the world’s finest cigars. 
This experience has brought with it many privileges. 

For privilege it is, indeed. to be able to smoke 
and recommend to cihers a cigar so delicate 

in flavour and so delightfully mild as La 
Tropical de Luxe. Knowing that this cigar 

has met the demand of critical taste for 
over 70 vears we can, and do, {as sole 
Wmpporiers of this brand in the United 
Kingdom) reccinmead it unseserved!y 
LAMBERT & RUTLER 


A TROPICAL 


DE LUXE 


































All usual sizes in boxes of 25 and 
50 from 51/6 upwards. 


CA a De ae 
IEEZIIERE 
Manufactured by 
B. &j. B. MACHADO TOBACCO CO. LTD., 
KINGSTON, JAMAICA, 3.W.1. 
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DISCUSSING 
WILLS WITH 
CUSTOMERS 


When occasion arises to 
discuss wills with custom- 
ers, may we ask bankers 
kindly to remember the 
great social and evangelistic 


Ps 
J Oo S E work of the Church Army ? 
Help by a legacy is very 
RAMIREZ greatly appreciated. Lega- 
cies can be allotted to a 
specified object and named 


SHERRY || jac" 


Forms of bequest and full 
~~ particulars may be obtained 
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“( he ideal Wine fur those from The 


4 
f 
} 
| who appreciate good Cc ay U R Dy | 
sherry 
y ARMY 


SE BRYANSTON STREET 
a LONDON, W.! 
BODEGAS : PUERTO STA MARIA (Registered under the War Charities Act 1940) 


SPAIN 
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endian amiaiaitahaad acianiensian nineties 
Bank Advances in Great Britain* 
(Lates? quarterly statements) 

Aug., Nov., 

Aug., Nov., 1946 1946 

1946 1946 % of % of 

£m. £m. total total 

Coal mining , , es ba ma 9.80 10,22 ‘a 1,1 
Quarrying, etc. .. ‘ a is 2.65 2.69 0.3 0.3 
Iron, steel and allied trade s P ia asa 16.36 14.66 1.8 as 
Non-ferrous metals ded as ers ica aa 2.“ 2.28 0.3 0.2 
Engineering, etc. ; ny oa oa 60.69 66.87 0.7 7.0 
Shipping and shipbuilding . ‘ ee na 10.86 10.32 2 1.1 
Transport and communications ‘ wa Pe 9.26 10.45 1.0 I, 
Cotton . md a . ve is Fe 6.95 6.83 0.8 0.7 
Wool a ; i , ; Sg i 10.02 9.63 rit 1.0 
Other textiles .. as sie 10.17 11.09 1.1 1.2 
Leather and rubber ; on 4 ; x. 4-75 5-79 0.5 0.6 
Chemicals. . ae 7” ‘i 8 7.93 9.11 0.9 0.9 
Agriculture and fishing a é4 He a = 78.35 79.25 8.6 8.2 
Food, drink and tobacco ‘i ; ia i 52.79 73.19 5.8 7.6 
Retail trade - ot po F ie 67.78 75-79 7-5 7-9 
Entertainment .. , ya , i cl 25.07 21.82 2.8 2.3 
Builders and contrac tors $c , ei ics 44.35 48.32 4.9 5.0 
Building materials ‘ . ; — 6.69 6.58 0.7 0.7 
Unclassifiable trade and industry ‘ ‘ oa 36.03 37-94 4.0 3.9 
Local Government authorities . ; i 69. 30 72.98 7.0 7.6 
Public utilities (other than transport ) ; a0 8.54 9.66 0.9 1.0 
Churches, charities, hospitals, etc . os ne 12.71 13.58 1.4 aa 
Stockbrokers s : ka - re a 6.24 4.14 0.7 0.4 
Other financial .. ‘ ‘ ne i 80.94 77.09 8.9 8.0 
Personal and professional a . , .. 268.80 281.15 29.6 29.2 

909.44 961. 


o 
tN 
2 

| 3 
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* Including all members of British Menke rs’ Aesetiation 


Deposit and Current Accounts 
ANNUAL AVERAGES 


otal Deposit Current Accounts | Increase in Total 
Deposits Accounts % of | Deposits 

{mn { mn é mn, otal £ mn. %, in C/As. 
1938 ‘ 2,277 1 ,C 33 1,244 54.7 | — 
939 2,24¢ Qyo {,252 55.7 | . 
1y4O ; ‘ 2,500 1,018 1,437 59.3 } 255 g1.1 
1oql , 2,970 1,035 1,885 63.5 | 404 85.8 
1942 3,275 1,128 2,148 65.6 305 86.2 
1943 ‘ : 3,077 1,222 2,455 66.7 | 402 70.4 
1944 , 4.153 1,388 2,705 66.4 j 470 65.2 
1945 A 4,002 1,506 3,12 66.6 539 67.2 
1940 ws $e 5,007 1,720 3.377 06.3 i 405 62.7 





VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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THE BANK OF 


AUSTRALASIA 


RECORD BALANCE-SHEET FIGURES 


THE PROPOSED MERGER 


THE HON. GEOFFREY GIBBS’S STATEMENT 


general meeting of the proprietors of the 
Bank of Australasia was held at the 
office of the corporation, 4, Threadneedle 
Street, London, E.C., on Thursday, March 27, 
947. 

The following is the statement by the 
Chairman (The Hon. Geoffrey Cokayne Gibbs, 
C.M.G.) circulated with the report of the 
directors and balance-sheet for the year to 
October 14, 1946 :—- 

The year under review has been a satis- 
factory one and you will be pleased to see a 
further considerable expansion in the balance- 
sheet, the total having increased by more than 
eight million pounds to the new record figure 
of £95,503,000. On the liabilities side, current 
accounts, which five years ago stood at 
{22,000,000 and ten years ago were a little 
over £13,000,000, have risen to £52,000,000, 
which is an increase of {8,455,000 compared 
with the previous year. On the other hand, 
there is a reduction of {2,700,000 in deposits 
at interest, which may be accounted for by 
the low rates of interest we are permitted to 
offer, and the counter-attraction of Govern 
ment loans and other forms of investment. 

On the assets side, our special account 
with the Commonwealth Bank has increased 
by nearly {2,500,000 to £21,394,000. I referred 
last year to the low rate of interest allowed on 
this account; unfortunately, last month it 
was reduced from 15s. to ros. per cent. per 
annum. Each year since 1938 we have seen 
a small decline in our advances, and it is 
therefore particularly pleasing that this 
decline has at last been checked and to be 
able to report that advances show an increase 
of {6,849,000 and are nearly back to the level 
of 1941. There has been a complementary fall 
in our holding of Treasury bills and Govern- 
ment securities. 

Some measure of the strength of our balance- 
sheet is to be found in the fact that cash 
balances, money at call and short notice, 
Treasury bills and Government securities 
together represent 68.5 per cent. of our total 
deposits, many of which are for fixed periods. 

As regards the profit and loss account, an 
imcrease in gross profits of £126,000 is offset 
by an increase of {110,000 in charges of 
management, which is largely accounted for 
by increased salaries, partly due to the return 
of our staff from the Services. 


T= one hundred and thirteenth annual 


MERGER WITH UNION 
AUSTRALIA 


You will have seen the following statement 
which appeared in the Press on February 21 :-— 


BANK OF 


‘The directors of the Bank of Australasia 
and of the Union Bank of Australia, Ltd., have 
agreed to recommend to their respective share- 
holders on a date to be notified as soon as 
circumstances allow that the two banks should 
be merged into one institution on the basis 
that shareholders of the Union Bank of 
Australia, Ltd., shall receive one Bank of 
Australasia share of £5 paid (with reserve 
liability of £5) for each Union Bank of Australia 
Limited share of 45 paid (with reserve 
liability of £10). 


“Approval to proceed with the project has 
been received from the Governments of the 
Commonwealth of Australia and Dominion 
of New Zealand. 

“The directors have been informed by the 
Capital Issues Committee in London that 
while it must be understood that the Committee 
are not expressing any opinion on the financial 
merits of the scheme from the point of view of 
the shareholders they will be prepared to give 
favourable consideration to the necessary issue 
of shares when they learn that the scheme has 
been sanctioned by the shareholders. 


‘“ Permission will be sought for the name of 
the merged institutions to be ‘Australasia and 
Union Bank.’ 


“ The directors of both banks desire to state 
that in the event of the proposed amalgamation 
taking place, it will in no way endanger the 
preservation of the emoluments and pension 
rights or the continuity of employment of the 
staffs.”’ 


Your directors felt that, for the protection 
of shareholders of both banks, it was important 
that the proposal for the merger should be 
made public as soon as possible, for, in dealing 
with the requirements of the authorities of 
three countries, it was inevitable that many 
people had to be consulted. For the same 
reason, it may be some little time before we 
can put before shareholders the necessary 
resolutions, but we are confident that these 
resolutions will meet with your approval. 
There are many reasons, which will be obvious 
to you, why this proposed merger should bring 
increased prosperity to the shareholders and 
increased opportunities to the staffs of both 
banks, but it is not proposed to detail them 
at this stage. I would, however, like to state 
that while these two institutions of equal 
stature have long and honoured records [ am 
certain that together they will win even 
greater renown and render even greater 
service to the public of the Commonwealth of 
Australia and the Dominion of New Zealand. 





BANK OF 


64 


SCOTLAND 


BALANCE SHEET FIGURES IN EXCESS OF {roo MILLIONS 


A POSITION OF LIQUIDITY AND STRENGTH 


LORD ELPHINSTONE’S REVIEW 


HE Annual General Meeting of the Pro- 
T erctors of the Bank of Scotland was held 
within the Head Office, Edinburgh, on 
April t. The Rt. Honourable Lord Elphin- 
stone, K.T., Governor of the Bank, presided 
{n submitting the report, the 
Chairman said : 


Directors’ 


My Lord, Ladies and Gentlemen, 


You have all no doubt received a copy of the 
Directors’ Annual Report and Statement of the 
Accounts of the Bank as at February 28 last, 
and I assume that, as usual, we may take it as 
read 


We have to record with regret the death in 
September last of Mr. George John Scott, an 
Extraordinary Director, who, as Treasurer of 
the Bank from 1920 to 1934, rendered valuable 
service. 


To fill a vacancy on the Board the Directors, 
ia virtue of the powers contained in the Bank’s 
Constitution, have appointed Sir Douglas 
Thomson to be an Ordinary Director of the 
Bank. You will be invited to confirm this 
appointment to-day. 


BALANCE SHEET 

For the first time in our long history our 
Balance Sheet takes account of Liabilities and 
Assets in excess of {100 millions. The ex an- 
sion of {to millions in our Deposits is in accord 
with the general experience and is a reflection 
of the Government's policy of deficit financing. 
There has been a satisfactory increase in our 
Advances and Loans. They are now slightly 
higher than before the outbreak of war. The 
figures have been arrived at after making full 
allowance for bad and doubtful debts—these 
having been provided for as usual by specific 
resetves. 


With increased funds at our disposal we 
would welcome applications by credit-worthy 
borrowers, and we trust that the latent enter- 
prise in industry and commerce will enable us 
to utilise a larger proportion of our resources 
in direct lending for trading purposes. 


There has been a relatively small fluctuation 
in our Note circulation, which is still more than 
three times the pre-war total. 


As a counterpart to the expansion in avail. 
able funds Investments have been increased by 
£5 millions during the year. The market value 
of these is substantially in excess of the figure 
at which they appear in the Balance Sheet. 


PREMISES 


The return of Staff has enabled us to reopen 
several Branches and Sub-Branches which were 
closed temporarily during the war. The 
amount shown in our books against Bank 
Premises represents much less than real value, 
but we shall have to face considerable expendi- 
ture when controls permit of our overtaking 
atrears of maintenance and _ reconstruction 
Funds have been set aside to cover these 
potential outlays. 


LIQUIDITY 


The total of Cash, Bank Balances, Docu- 
ments ix transitu, and Money at Call and Short 
Notice is 26 per cent. of our Liabilities to the 
Public. Adding Bills Discounted (including 
Treasury Bills), Treasury Deposit Receipts and 
Investments, we have an aggregate of 
£92,900,000, which represents 89 per cent. of 
current Liabilities. This, you will agree, shows 
a position of liquidity and strength. 


RESERVE FUND 


The Directors have thought it desirable to 
transfer to the Published Reserve Fund 
£250,000 from Reserves set aside for Con- 
tingencies during the war which are now n0 
longer required. With a further allocation of 
{100,000 from the current year's profits, our 
Reserve Fund now stands at £2,600,000. 


RESULTS FOR THE YEAR 


The increase of £35,585 in our net profits— 
after account is taken of the reduction u 
[ncome Tax—is modest in relation to the 
expansion that has taken place in our resources. 
Operating costs have again increased sub- 
stantially, while on a large proportion of our 
Funds a very low rate of interest is being 
earned. 
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f £ 
fhe Net Profits are .. 303,215 
add the Balance from 
last year ee os 161,133 
Deduct : 464,348 
To Reserve Fund 100,000 
fransferred to Trustees 
for Officers’ Pension 
Fund rv re 30,000 
Transferred to Bank of 
Scotland Widows’ 
Fund ar oe 10,000 
Dividend at 12 per cent. 
per annum, ess In- 
come Tax 158,400 
——-- 298,400 
Leaving to be carried 
forward . in £165,948 





GENERAL 


The past year bas been onc of difficulties and 
disappointments for all, but it was only to be 
expected that the process of reconversion and 
rehabilitation would present serious problems 
and that, in the nature of things, many of the 
controls and restrictions imposed by the 
necessities of war-time would have to be con- 
tinued. The acute shortage in man-power and 
raw materials rendered that inevitable. This 
country, having sacrificed most of its vast over- 
seas investments and expended its material 
resources in prosecuting the war, has been im- 
poverished. It was, and still is, in an extremely 
debilitated condition. America and Canada 
have come to our assistance with large dollar 
credits on terms that must, in our present state, 
be regarded as generous. But even with that 
assistance—and assuming it is wisely and 
prudently expended-—our financial position in 
the family of nations is precarious. Not only is 
our standard of living in jeopardy, our status as 
a first-class power is at stake. Unless the true 
position is realised by our people and all our 
energies and resources are harnessed to the task 
that faces us, the outlook cannot be other than 
bleak. 


{n some aspects our present situation is as 
desperate as that which faced us at the worst 
period of the war, and if we are to regain our 
lost position it must be tackled in the same 
spirit as prevailed then. Honest hard work in 
all grades of employment, coupled with maxi- 
mum efficiency in management and direction, 
are called for, and, indeed, should be demanded. 
A favourable response from all classes would go 
‘ar towards easing and ultimately resolving our 
difficulties. Owing to high taxation and the ill 
effects of scarcity and inflation, the temptation 
- many to give of less than their best is, per- 
laps, greater now than ever before. A funda- 
mental need of progress and welfare is a 
restoration of that high moral standard which 
in days gone by actuated the majority of the 
people of this country, but which, I regret to 
think, is now less in evidence. A recovery of 
the pride in doing a good job and in the faithful 


performance of duties would be of immense 
value to our nation materially and spiritually. 


At this critical juncture the responsibilities 
and tasks of government are perhaps heavier 
than at any time in our country’s history. 
Inspired leadership and high statesmanship 
could, I believe, recreate in our people these 
qualities and virtues which they seem tem- 
porarily to have lost. It is surely not too much 
to hope that even yet these may be forth- 
coming ! 

STAFF 

The great majority of those members of the 
Staff who served during the war with H.M. 
Forces have now returned and we have had 
great pleasure in welcoming them. We have 
been gratified by the facility with which these 
men readapted themselves to their Bank duties, 
notwithstanding that problems of resettlement 
have been aggravated by the prevailing housing 
shortage. 

Our satisfaction at the return to normal 
Staffing conditions is tempered by the regret 
we have at parting with many of the temporary 
clerkesses who gave splendid service throughout 
the war years. To them we extend a special 
word of sincere thanks and good wishes. 


During the year the Directors decided to 
consolidate the basic salaries and special war- 
time payments in a new salary scale which has 
been so arranged as to provide a generous 
augmentation otherwise in standard cases. 


At the request of the Bank’s Staff Associa- 
tion, the conditions governing Pensions have 
been reconsidered. Certain options have been 
made available which it is hoped will prove of 
benefit to members of the Staff. 


I would take this opportunity to express the 
thanks of the Directors to the Executive, 
Management and Staff of the Bank at Head 
Office and Branches. Their labours have con- 
tributed in no small degree to the highly 
satisfactory results of the past year. 


DIVIDEND 


1 now have pleasure in moving that thé 
Report and Balance Sheet, as submitted, be 
adopted, and that a dividend for the past half- 
year of 6 per cent. actual, less Income Tax, be 
now declared payable on 15th current, making, 
with the dividend paid in October last, 12 per 
cent. for the year, less Income Tax. 


The motion was agreed to. 


The Lord Elphinstone, K.T., and Mr. James 
Gourlay, B.Sc., were unanimously re-elected 
Governor and Deputy Governor respectively for 
the current year. 


Mr. Samuel Crawford Hogarth, Mr. Robert 
McCosh, W.S., and Sir Douglas Thomson, Bt., 
were re-elected Ordinary Directors. 


Mr. R. Arthur Morrison, C.A., and Mr. 
Graham Aitchison Usher, C.A., were appointed 
to conduct the audit of the Bank’s books for 
the current year, and a vote of thanks to the 
Chairman terminated the meeting. 
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THE BRITISH LINEN BANK 


RECORD FIGURES 


LORD AIRLIE ELECTED GOVERNOR 


HE Annuai Court of Proprietors of The 

| British Linen Bank was held on March 4 

at the Head Office in Edinburgh, the 
farl of Home, Governor Lord 
tome said : 

Since our last meeting we have celebrated 
the bi-centenary of the incorporation of the 
Bank, and it is appropriate that to mark the 
year which witnessed so interesting an event 
we are in a position to present a statement of 
accounts which constitutes a record. 

The Balance Sheet total at £82,778,954 
shows an increase of over £10,000,000 on the 
previous year’s figures. Deposits and Drafts 
amount to £69,000,000- an increase of more 
than £9,000,000, 

Turning to the Assets, the 
Cheques, Short Loans, Bills and Treasury 
Deposit Receipts at £32,000,000 are up by 
more than and show a ratio of 
42 per cent. to liabilities to the public. Invest- 
ments in Government stocks show an increase 
of over £4,000,000. Advances at the date of 
the Balance were below the average for the 
year, and at /8,800,000 show only a small 
increase. It appears that our manufacturing 
and trading customers have so far been able 
from their own resources to finance such 
developments as the prevailing shortages and 
restrictions have allowed them to carry out 
Agriculture remains our largest borrowing 
industry. 


presiding. 


items Cash, 


£5,000 000, 


PROFIT AND ALLOCATIONS 


Che past year has seen important changes 
affecting revenue and expenses. Interest rates 
were reduced at the instance of the Authorities, 
and the yield on investments continued to fall. 
the staff in large numbers returned from the 
forces, charges for salaries and pensions 
iacreased, and all other expenses rose, while 
on the other hand the rate of income-tax was 
reduced. The full effect of these factors has 
yet to be felt, but our increased resources this 
year have enabled us to show a profit of 
£246,125, compared with £232,141 a year ago. 
Allocations are recommended of {25,000 to 
Property Reserve, £35,000 to Pension Fund, 
and {£50,000 to Contingency Account, and it 
is proposed that a dividend be paid at the 
usual rate of 16 per cent. per annum, leaving 
£50,715 to be carried forward. 


REFRESHER COURSES 
Members of the Staff who were absent on 
National Service have settled down quickly. 
Short refresher courses were made available 
to them in Edinburgh and Glasgow, and 
these have already been attended by over 400 
of the Staff from all parts of Scotland and 
from London. The enthusiastic atmosphere 
of these study groups reflects great credit on 





students and tutors alike. To the whole Stag 
we accord our thanks for their willing ang 
efficient support during a period presenting 


special problems in connection with fe. 
settlement. 
THE OUTLOOK 
The difficulties now facing our country 


arise largely from failure to heed the implica- 
tions of the fact that we are much poorer asa 
consequence of the War. Our situation is that 
of a debtor who has incurred heavy losses but 
has been allowed a limited time to retrieve his 
position. Economy and hard work are the 
remedies. We cannot afford such luxuries as 
stoppages for trivial reasons, or the waste of 
man-power involved in planning for non 
essentials. 

The recent official Economic Survey fully 
justifies the warnings of the business com- 
munity, who would be glad to see policy even 
more closely examined. [t is difficult, for 
example, to escape the conclusion that cen- 
tralisation of control of all activity is more 
effective in restrictive directions than in 
promoting prosperity. The situation calls 
for wise and broadminded statesmanship as 
well as for a united and wholehearted effort on 
the part of the community. 

Allow me now a personal note. You were 
good enough to elect me as Deputy Governor 
25 years ago, and you appointed me to succeed 
the late Lord Rosebery as Governor in 1930 
I feel that the time has come when the reins 
should be handed over to a younger man, and 
you will be invited to elect as Governor the 
Earl of Airlie, who has acted so acceptably as 
Deputy Governor since 1930. 

I have greatly enjoyed my association with 
this old institution, and I wish to put on 
record my appreciation of the support I have 
all along received from the Deputy Governor, 
the Board of Directors, and the Staff. All 
have combined to make my term of office a 
most happy experience. [I leave with you 
my best wishes for the continued success of 
the Bank. 

I now move: that the Report and Balance 
Sheet for the year to January 15, 1947, be 
adopted, and that a half-year’s dividend at 
the rate of 16 per cent. per annum, less income 
tax, be declared, payable on the 15th current. 

The motion was seconded and adopted. 

The Right Honourable the Earl of Airlie, 
K.T., G.C.V.O., M.C., was elected Governor 
in succession to Lord Home. 

In recognition of his services to the Bank, 
the Earl of Home was presented with a replica 
of his portrait, painted by Mr. James Guns, 
the original of which had been gifted by the 
Stockholders to the Baok on the occasion of 
its bi-centenary. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


RECORD 


HE ninety-third ordinary general meeting 
T ‘f this bank was held at 33, Bishopsgate, 
London, E.C., on March 26. 

The following is an extract from the state- 
ment by the chairman, Mr. V. A. Grantham, 
circulated with the report and accounts : 

Further progress has been made during the 





ast year in reopening agencies in countries 
which were occupied by the Japanese. There 
now only remain to be opened our agencies 
in Kobe, Yokohama, Sourabaya, Tongkah 
und Canton That means that we have 
now very nearly a complete picture of the 
bank’s position. The balance-sheet shows a 
general expansion, the total reaching the record 
figure of {118,174,870 6s., an increase of 
{28,128,960 12s. 3d. over that of last year. 
On the liabilities side, the major increase 
is in current and other accounts, the figure 
being {22,849,522 higher. This increase has 
been achieved in spite of the fact that we 
have had to revalue our position in four 
different currencies owing to falls in the values 
of the guilder, the tical, the Indo-China piastre 
and the Chinese dollar. Acceptances on 
account of customers also show a welcome 
increase of £2,167,752, reflecting the greater 
use by our clients of this method of financing 


FIGURES 


overseas trade. The increase in notes in cir- 
culation arises out of an expansion of our 
business in Hongkong. 

On the assets side, our cash and Government 
securities are up £5,743,431 and £7,026,856 
respectively, while advances are up£1I,040,066. 
The first two items show that our liquid posi 
tion has been well maintained, and the third 
item is eloquent testimony to the extent to 
which we are assisting our customers and 
taking our full share in the financing of world 
trade with the East. An increase is also shown 
in the item for bills of exchange. 

After making provision for bad and doubt- 
ful debts and taxation and a transfer to con- 
tingency account, the profit for the year 
amounts to £378,632 12s. 4d. If we had 
made up our accounts as we have always done 
until now, and shown all dividends paid or 
payable on a gross basis, this profit figure 
would have appeared as £425,882 12s. 4d 
that is to say, an increase over last year’s 
figure of £99,618 19s. 6d. 

We paid an interim dividend in October 
last of 34 per cent., less tax, absorbing £57,750 
net, and we now propose to pay a final divi 
dend of 6} per cent., less tax, absorbing 
£107,250 net. 











OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 


Se en 
CAPITAL,  £10,000,000 
PAID UP, = £5,000,000 
RESERVE, £1,250,000 








London: 
246, THROGMORTON ST., E.C.2 


MANCHESTER : 56-60 Cross 0. 


Paris : 
7 rue Meyerbeer (1Xe) 


MARSEILLES : 38 rue St. Ferreol 


ISTANBUL: 
(Galata, Beyogiou, Yeni Cami) 





BRANCHES AND AFFILIATIONS 

THROUGHOUT THE NEAR EAST 
Drefts and Telegraphic Transfers issued 

Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 








THE 


UNITED 
FRIENDLY 


INSURANCE COMPANY, 
LTD. 


LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
DRIVERS’ RISKS, HOUSE 
PURCHASE, ENDOW- 
MENTS, Etc., Etc. 


R. C. BALDING, 
Managing Director. 





42 Southwark Bridge Road, 
London. 
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THE EASTERN BANK 


SATISFACTORY 


SIR JAMES LEIGH-WOOD’S 


HE thirtv-seventh annual general meeting 

of The Eastern Bank, Ltd., was held on 

March 26 at the office of the bank, 2 and 
3, Crosby Square, London, E.C 

The following is the statement by the 
Chairman (Sir James Leigh-Wood, K.B.E., 
cB. Gms which has been circulated with 
the report and accounts for the year ended 
December 31, 1946 

The report and accounts now presented are 
in customary form and the results shown will, 
[ hope, be considered satisfactory having 
regard to the many difficult problems of trade 
and commerce throughout the world from 
which the territories in which we specially 
operate have not been immune 

We regret to say that Sir Perc y Newson, 
who had been a member of the Board for 25 
years, decided to ease his City work and 
accordingly retired on December 31. Sir Percy 
was assiduous in the attention he gave to your 
atfairs, and we greatly miss him. 

In last year’s report we mentioned that a 
director was ‘then engaged on a tour of all our 
this has been of consider- 
has confirmed the merit 


»verseas branches r 
ible value to us and 
of such visits. 


AND DIVIDEND 


contingencies, 


INCREASED PROFIT 

After provision for the net 
profit of £110,916 is some £8,000 greater than 
last year and will permit us to pay a slightly 
increased dividend at the rate of 34 per cent., 
making 6 per cent. for the year, and tocarry for- 
ward £70,834. We have further strengthened 
the published reserve fund by appropriating 
from the profits of the year, thus 
bringing the fund to £850,000. 

We are glad to report substantial recoveries 
in Singapore of assets previously written off, 
but these have not been brought into profit as 
the amount required to meet British taxation 
has not yet been determined. 

[here are no striking changes in the balance- 
sheet as the relative figures for 1945 are much 
the same with the exception of an increase of 

£115,797 Im accep- 
igregate, cash, bills 
securities are 


£50,000 
L. 


2,003 in advances and 
tances for customers. In 
receivable and Government 
virtually the same as last year. 

We have enter¢ contract for the 
sale of our remaining interest in a freehold 
property in Calcutta upon satisfactory terms 
which, upon completion, will clear the balance- 


sheet of that item shown as £29,925. 


into a 


SITUATION IN INDIA 


Since the end of the year the situation in 
India has deteriorated and the Stock Exchanges 
in Calcutta, Bombay and Madras are closed 
in protest against the provisions of the new 


RESULTS 


STATEMENT 


Finance Bill which would impose a further tax 
of 25 per cent. on business profits of individual 
traders and companies in excess of Rs. r lage, 
as well as a new tax on capital gains. This 
comes at a time when the share markets have 
experienced a heavy setback to adjust the 
speculative position built up during the past 
year. 

You will, I have no doubt, have closely 
followed the political situation in India which 
necessarily causes anxiety to all concerned 
with affairs in that country and misgivings are 
inevitable as to the future. 


DEVELOPMENT OF IRAQ 
} 


Che Iraq Government has further advanced 
comprehensive plans for the development of 
the country and contracts have been entered 
into calling for large capital outlays to be 
provided by internal public loans. I am pleased 
to say that British contractors will be largely 
concerned in this programme of construction 
which is justified by the financial position of 
the Government and will, when completed, 
add to the public revenues. Business in Ir, 
continues to run on an even keel and culti- 
vators and merchants are doing well. 

I have no particular comment to make in 
regard to affairs in Ceylon. 


ACTIVITY IN SINGAPORE 

It is difficult to give a clear report on 
Singapore. There is great activity and profits 
are correspondingly good. Superficially there 
is general prosperity among merchants and 
traders who are, however, confronted with 
very heavily increased charges for administra- 
tion. Fresh firms are opening—British and 
Dutch—and the Chinese who are born traders 
are steadily increasing their influence. Singa- 
pore is chiefly concerned with transit trade 
from rubber estates in the Malay peninsula 
where the supreme Government is located at 
Kuala Lumpur, and with territories further to 
the East as well as Australia and northward in 
the China Seas 

Throughout the East the short supply of 
consumer goods, strikes and increased wages 
all round have followed the inevitable course 
of the economic spiral and the cost of living 
continues to rise. 

In common with all banking institutions at 
home and abroad our charges have greatly 
increased and the trend may continue until a 
measure of equilibrium has been reached. 

You will gather from what I have said that 
many difficult questions confront the higher 
executive, and especially Mr. Golder, our 
general manager—to him and to our staff at 
home and overseas our grateful thanks are 
due for their services during the past year. 
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